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Introduction

On October 10, 1980, at the direction of the President, the United States
Trade Representative (USTR) requested that the United States International
Trade Commission prepare a background study on the economic structures and
international trade patterns of the United States, Canada, Mexico, and other
North American countries. Accordingly, on November 13, 1980, the United
States International Trade Commission instituted investigation 332-119,
Background Study of the Economies and International Trade Patterns of the
Countries of North America, Central America and the Caribbean. This
investigation will provide materials for incorporation into the USTR response
to section 1104 of the Trade Agreements Act of 1979, which directs the
President to:

. « . study the desirability of entering into trade agreements with
countries in the northern portion of the western hemisphere to promote
the economic growth of the United States and such countries and the
mutual expansion of market opportunities and report to the Committee on
Ways and Means of the House of Representatives and the Committee on
Finance of the Senate his findings and conclusions.

The United States International Trade Commission investigation on the
economies and trade relationships of North American countries will be
incorporated into the President's report to Congress, as chapters III and IV
of the outline that was developed by the Trade Policy Staff Committee (TPSC).
Primary emphasis is given to the economies and trade relationships of the
three largest North American economies: The United States, Canada, and
Mexico; however, the report also covers Central America and the Caribbean
(excluding Cuba) to a limited extent. 1/

This report was prepared principally in the Commission's Office of
Economics, which analyzed economic output, price levels, resource endowments,
labor characteristics, capital and investment, infrastructure, taxes and
governmental regulations, patterns of merchandise trade, exchange rate trends,
and the present degree of trade integration in the North American market. The
Office of Industries contributed analyses of key industrial sectors and growth
areas for North American exports.

This report was principally prepared by Martin F. Smith, Barbara G.
Norton, Hilliard H. Goodman, Patricia G. Marx, Bruce Guthrie, and Norman Elrod.

1/ Central America includes Belize, Costa Rica, El Salvador, Guatemala,
Honduras, Nicaragua, and Panama. The Caribbean includes the Bahamas,
Barbados, the Dominican Republic, the French West Indies (Guadeloupe,
Martinique, northern St. Martin, and lesser islands), Haiti, Jamaica, the
Netherlands Antilles (Curacao, Aruba, Bonaire, Saba, St. Eustatius, and
southern St. Martin), and Trinidad and Tobago. Bermuda, the Cayman Islands,
the Turks and Caicos Islands, and the Leeward and Windward Islands (St.
Christopher-Nevis-Anguilla, the British Virgin Islands, Antigua, Montserrat,
Dominica, St. Lucia, St. Vincent, and Grenada) are also included where
indicated. While recognizing that there are differences among countries, we
have shown some of the data for Central America and the Caribbean in

aggregated form to simplify the presentation. In many cases, data for
individual countries are available in the original source material. 1






CHAPTER III

THE BROAD ECONOMIC CONTEXT OF NORTH AMERICAN RELATIONS:
COMPARATIVE ANALYSIS

Comparisons of Economic Output, Population, and Per Capita Income

The following sections describe economic output, population, and per
capita income levels and trends for the United States, Canada, Mexico, Central
America, and the Caribbean. 1/ Changes in the composition of economic output
for all areas are discussed and more detailed information for the United
States, Canada, and Mexico is provided.

Economic output and per capita income

In 1978, the United States accounted for about 87 percent of the combined
gross national product (GNP) of the United States, Canada, Mexico, Central
America, and the Caribbean. Canada and Mexico followed with 8 and 4 percent,
respectively, of the region's total GNP.

Per capita GNP was much higher in the United States and Canada than in
the rest of the region, reaching $9,728 in the United States and $8,242 in
Canada in 1978 (table III-1). Mexico's 1978 per capita GNP ($1,290) was much
nearer levels in Central America and the Caribbean.

Canada led the region in rate of GNP per capita growth during 1960-78,
achieving an average annual growth rate of 3.5 percent. Mexico's GNP per
capita grew at an average annual rate of 2.7 percent, and GNP per capita
growth rates for the United States, Central America, and the Caribbean were
2.4, 2.3, and 1.9 percent during this period.

1/ This report does not include information on Cuba. Cuba is a nonmarket
economy country and a member of the Council for Mutual Economic Assistance
(CEMA) which includes the Soviet Union, Poland, East Germany, Czechoslovakia,
Hungary, Romania, Bulgaria, Mongolia, and Vietnam. In 1979, Cuba conducted
88.5 percent of its total world trade with other CEMA countries (80 percent
with the Soviet Union), and the remaining 11.5 percent with Western
countries. These shares were somewhat atypical; over the past 5 years,

Cuba's trade with other CEMA countries has averaged about 75-80 percent of its
total trade, and in 1980 trade with CEMA countries is estimated to have
accounted for approximately 70 percent of Cuba's total trade. The volume of
Cuba's trade with the West is highly dependent upon world sugar prices--the
higher world sugar prices, the more Cuban exports to the West. Other Cuban
exports include citrus fruits and nickel (Cuba is the world's 4th largest
nickel producer).

In 1979, Canada's imports from Cuba totaled $91 million; exports were $220
million. Mexican imports from Cuba in 1979 totaled $5 million and exports
were $35 million. Mexican imports from Cuba in 1980 are expected to be
somewhat more than $5 million owing to large Mexican purchases of Cuban
sugar. The United States exported $298,823 worth of goods to Cuba in 1979;
imports totaled $152,338. U.S. trade with Cuba has been under an embargo 3
since February 7, 1961, when President Kennedy, acting under the authority of
Section 602(a) of the Foreign Assistance Act of 1962, as amended, issued
Presidential Proclamation 3447 that declared the embargo. A limited amount of
trade is allowed under special permits of the U.S. Department of Commerce and

U.S. Department of the Treasury.



Table III-1.--Gross National Product (GNP) statistics for the United States,
Canada, Mexico, Central America, and the Caribbean and selected Central
American and Caribbean countries

Average annual
growth rate of
GNP per capita,

GNP per

Country and region capita, 1978

GNP in 1978

: : : 1960-78
: Billion : :
H dollars : : Percent
United States : 2,127.6 : $9,728 : 2.4
Canada : 193.7 : 8,242 : 3.5
Mexico-—-- : 86.4 : 1,290 : 2.7
Central America 1/--------- : 18.5 : 876 : 2.3
Guatemala- ] 6.2 : 910 : 2.9
El Salvador : 2.9 660 : 1.8
Honduras —_— 1.7 ¢ 480 : 1.1
Nicaragua : 2.0 : 840 : 2.3
Costa Rica—- : 3.2 ¢ 1,540 : 3.3
Panama—- : 2.4 ¢ 1,290 : 2.9
Other Central America--—3 .1 2/ 2/
Caribbean 3/ : 12.8 : 876 : 1.9
Dominican Republic—-—————3: 4.7 - 910 : 3.5
Haiti : 1.3 260 : .2
Jamaica —— ‘2.4 1,110 2.0
Trinidad and Tobago————-- : 3.3 : 2,910 2.2
Other Caribbean-------- — 1.1 ¢ 2/ /

1/ Central America includes Guatemala, El Salvador, Honduras, Nicaragua,
Costa Rica, Panama, and Belize. Totals for Central America were estimated
from available data.

2/ Not available.

3/ The Caribbean ‘includes the Dominican Republic, Haiti, Jamaica, Trinidad
and Tobago, Guadeloupe, Martinique, the Netherlands Antilles, Barbados, the
Bahamas, and the Turks and Caicos Islands. Totals for the Caribbean were
estimated from available data.

Source: World Development Report, 1980, World Bank; International Financial
Statistics, International Monetary Fund. ' ‘




PoEulation

Table III-2 shows population in 1979, population growth rates, and
projected population for the United States, Canada, Mexico, Central America,
and the Caribbean. In 1979, the United States population was nearly 221
million, about 63 percent of the region's population. Mexico ranked second,
Canada third, followed by Central America and the Caribbean.

Population growth slowed during 1970-78, compared with 1960-70, in most
areas; average annual population growth slowed from 1.3 percent to 0.8 percent
in the United States, from 1.8 percent to 1.2 percent in Canada, and from 3.0
percent to 2.9 percent in Central America. However, in Mexico and the
Caribbean average annual population growth in both periods remained unchanged
at 3.3 percent for Mexico and 2.1 percent for the Caribbean.

From 1980 to 2000, the regional population is expected to increase by
nearly 30 percent. As seen in figure III-1, estimates for Mexico show the
greatest increase, accounting for 20 percent of the regional total in 1980 and
25 percent by 2000. In 1980, Mexico's projected population was about 30

percent of that of the United States; by 2000, it is estimated that Mexico's
population will be nearly half as large as the U.S. population.

Growth and composition of economic output

Table III-3 describes the growth and composition of gross domestic
product (GDP) for the United States, Canada, Mexico, Central America, and the
Caribbean. For most countries, average annual GDP growth rates were lower in
1970-78 than in 1960-70. Mexico and Central America had higher GDP growth
rates than the United States and Canada. In 1960-70, Mexico grew at an annual
average of 7.2 percent; Central America, 6.0 percent; Canada, 5.6 percent; and
the United States, 4.3 percent. In 1970-78, Mexico grew at an annual average
of 5.0 percent; Central America, 5.1 percent; Canada, 4.4 percent; and the
United States, 3.0 percent.

United States and Canada.--In the United States and Canada, the services
sector accounted for a larger portion of GDP in 1978 than in 1960, growing
from 58 to 63 percent in the United States and from 60 to 65 percent in
Canada. Shares of agricultural and manufacturing sectors were lower in 1978
than in 1960. From 1960 to 1978, the manufacturing sector, as a share of
total GDP, fell from 29 to 24 percent in the United States and from 23 to 19
percent in Canada. Nonmanufacturing industry 1/ in both countries grew
slightly relative to other sectors in 1960-78, rising from 9 to 10 percent in
the United States and from 11 to 12 percent in Canada.

Mexico, Central America, and the Caribbean.--In Mexico, Central America,
and the Caribbean both manufacturing and nonmanufacturing industrial sectors
assumed a larger share of GDP in 1978 than in 1960, while shares of
agricultural and services sectors declined. Interestingly, by 1978, Mexico's
manufacturing sector supplied a larger portion of total GDP (28 percent) than
manufacturing sectors of the United States (24 percent) and Canada (19
percent). Manufacturing sectors in Central America and the Caribbean also
accounted for larger shares of GDP in 1978 than in 1960, rising from 14 to_l17
percent in Central America and from 17 to 18 percent in the Caribbean. Im

spite of trends in structural change, the agricultural sector forms a much

1/ Includes mining, construction, and utilities (electricity, gas and water).



Table I11-2.—Population statistics for the United States,
Canada, Mexico, Central America, and the Caribbean

Average annual growth : *Projected population

c . :Population ¢ rate of population ¢
ountry and region in 1979 - . -
. S 1960-70 . 1970-78 ; 1980 2000
: Millions : Percent : Percent :Millions : Millions
United States————-—- -1 220.58 1.3 ¢ 0.8 : 225 252
Canada H - 23.69 1.8 : 1.2 ¢ 24 28
Mexico : 69.38 : 3.3 : 3.3 : 70 116
Central America 1/---: 21.97 : 3.0 : 2.9 @ 23 : 38
Guatemala—--——----—- — 7.05 : 2.8 : 2.9 7 : 12
El Salvador-——---——- : 4.66 : 2.9 : 2.9 5 : 8
Hondurag——====—==—31 3.56 : 3.1 3.3 : 4 7
Nicaragua—-——----—- : 2.48 : 2.9 : 3.3 : 3: 5
Costa Rica------—- -3 2.19 3.4 : 2.5 2 23 3
Panama : 1.88 : 2.9 2.6 : 2 : 3
Belize : 2/ .15 3/ : 3/ : 3/ : 3/
Caribbean 4/---------: "14.90 @ 2.1 : 2.1 : 14 24
Dominican Republic-: 5.28 : 2.9 : 2.9 5 : 9
Haiti s 4,92 ¢ 1.5 ¢ 1.7 ¢ 5 : 8
Jamaica : - 2.16 @ 1.4 ¢ 1.7 2 : 3
Trinidad and Tobago: 2/ 1.15 : 2.0 : 1.2 1: 2
Guadeloupe------- —: 2/ .33: 3/ : 3/ : 3/ : 3/
Martinique-——-----—-: 2/ .33 : 3/ : 3/ : 3/ : 3/
Netherlands : : : : :
Antilles—------- : .26 3/ s 3/ 3/ 3/
Barbados-—-—---=== —: .25 3/ : 3/ 3/ : 3/
Bahamas : .22 3/ 3/ 3/ : 3/
Turks - and : : : : : :
Caicos Islands—-: 2/ .01 : 3/ : 3/ : 3/ 3/

1/ Central America 1nc1udes Guatemala, El1 Salvador, Honduras, Nicaragua,
Costa Rica, Panama, and Belize. Totals for Central America were estimated
from available data. »

2/ Estimated from available data.

3/ Not available.

4/ The Caribbean includes the Dom1n1can Republic, Haiti, Jamaica, Trinidad
and Tobago, Guadeloupe, Martinique, the Netherlands Antilles, Barbados, the
Bahamas, and the Turks and Caicos Islands. Totals for the Caribbean were
estimated from available data.

Source: World Development Report, 1980, World Bank; International Financial
Statistics, International Monetary Fund.
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larger share of total GDP for the developing Central American and Caribbean

countries, and even for Mexico, than for the more industrially developed
United States and Canada.

National accounts statistics for the United States, Canada, and
Mexico.--Table III-4 shows 1970-79 GNP 1/ in 1975 prices and other national
accounts statistics for the United States, Canada, and Mexico. 2/ Real GNP
(in 1975 prices) in 1970-79 rose 33 percent in the United States and 26
percent in Canada, but fell 12 percent in Mexico. In 1979, GNP in 1975 prices
was $1,820.4 billion in the United States, $162.1 billion in Canada, and $52.7
billion in Mexico.

During 1970-74, the GNP for Canada and Mexico grew faster than it did for
the United States, real GNP grew 28 percent in Canada, 26 percent in Mexico,
and 13 percent in the United States. However, in 1975-79 real GNP rose 19
percent in the United States and fell 0.4 percent in Canada and 33 percent in
Mexico. 3/

Exports as a share of GNP rose in all three countries during 1970-79.
Canada had the highest ratio of exports to GNP in 1979 (28.6 percent),
followed by Mexico (11.6 percent), and the United States (9 percent).

Government consumption as a share of GNP in 1979 was highest in the
United States (20.1 percent), next highest in Canada (19.7 percent), and
somewhat lower in Mexico (11.5 percent). During 1970-79, the ratio in the
United States trended slightly down, and in Canada a slight rising trend was
apparent. In Mexico, Government consumption as a share of GDP rose
considerably, from 7.8 percent in 1970 to 11.5 percent in 1979.

Private consumption as a share of GNP remained fairly steady in the
United States and Canada during 1970-79, reaching 63.7 percent in the United
States and 57.8 percent in Canada in 1979. In Mexico, private consumption as
a share of GDP fell from 74.2 percent in 1970 to 62.1 percent in 1979.

In 1979, GNP per capita in 1975 prices was $8,253 in the United States,
$6,841 in Canada, and $760 in Mexico. As seen in figure III-2, real United
States per capita GNP fell below real Canadian per capita GNP in 1974
and remained close to Canadian values in 1975 and 1976. During 1976-78, real
Canadian GNP per capita dipped sharply and real GNP per capita in the United
States began a rising trend. In 1978, real GNP per capita in Canada began
(and in the United States continued) to rise gradually. Real Mexican GDP per
capita showed very little change during 1970-75, fell more than 38 percent in
1976 (when the dollar/peso exchange rate changed) and then held fairly level
during 1977-79.

1/ For Mexico, GDP is used instead of GNP.

2/ Gross national product equals gross domestic product plus the income
accruing to domestic residents arising from investment abroad less income
earned in the domestic market accruing to foreigners abroad.

3/ The sudden sharp fall in the dollar value of Mexico's GDP was largely a
result of exchange rate changes. An exchange rate of 12.5 pesos per dollar
was maintained until 1975. Spurred by accelerating inflation, the rate was
increased to 19.95 pesos per dollar in 1976. Further increases occurred in
1977 and 1979. 1If the earlier exchange rate had been used, real Mexican GDP
would have shown an apparent increase of nearly 22 percent in 1975-79.
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Mexico, 1970-79

Table III-4.--Selected national accounts statistics for the United States, Canada, and

GNP 1/
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.

8.2

661
690 :
755 :

36.2
41.0 :

33.5 ¢
International Financial Statistics, International Monetary Fund; Monthly Bulletin of

Statistics, February 1980, United Natioms.

1/ For Mexico, gross domestic product.

2/ Estimated.

1979------===-1

1970---=====—2
197 1=—--==-——=2
1972---=—===—1
19732
1974--—=======:
1975-——-======2
1976~=======—:
1977 -—===m====3
1978-—===~—=—:
Source:

Mexico:
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Price Levels and Inflation

Inflation rates

North American inflation 1/ rates accelerated dramatically in 1970-78,
compared with 1960-70, more than doubling in the United States, tripling in
Canada, quintupling in Mexico, increasing nine times in Central America, and
quadrupling in the Caribbean. As seen in table III-5, Mexico had the highest
average annual inflation rates during both periods, averaging 3.5 percent in
1960-70 and 17.5 percent in 1970-78. U.S. inflation averaged 2.8 percent
annually in 1960-70 and 6.8 percent annually in 1970-78. Canada's average
annual inflation rate rose from 3.1 percent in 1960-70 to 9.4 percent in
1970-78. Average annual inflation rose substantlally in Central America and
the Carlbbean, from rates of 1.2 and 3.2 percent in 1960-70 to 10.5 and 12.3
percent in 1970-78. :

Prices

Figures III-3 and III-4 show trends in consumer and wholesale prices in
1970-79 for the United States, Canada, and Mexico. Mexican consumer prices
increased faster than United States and Canadian consumer prices, beginning to
increase much faster in 1973 and further accelerating in 1976-79. Canadian
consumer prices increased somewhat faster than U. S. consumer prices after
1974, although trends in the United States and Canada were very similar.

Wholesale price trends were similar in all three countries until 1972,
when prices in Canada began to increase faster than those in either the United
States or Mexico. Canadian wholesale prices maintained a faster rate of
increase until 1975, when Mexican prices began to increase faster. After
1975, Mexican wholesale prices accelerated, and Canadian wholesale price
increases remained slightly higher than those of the United States.

More detailed listings of consumer and wholesale price indexes for the
United States, Canada, Mexico, and selected Central American and Carlbbean
countries are given in tables III-6 and III-7.

Resource Endowments

Climate

The United States has the greatest variety of climates in North America.
They are polar, subarctic, humid continental with warm summers, humid .
continental with cool summers, dry climates in both steppe and desert areas,
and humid mesothermal climates (Mediterranean-type and Marine west coast).

In Canada, polar, subarctic, and humid continental (with cool summers)
predominate, but the Canadian Pacific has a humid mesothermal climate.

Mexico has dry climates in steppe and desert areas and tropical rainy

climates in forest and savannah areas.
12

1/ On the basis of the implicit GDP deflator, inflation is calculated by
d1v1d1ng the value of GDP at current market prices by the value of GDP at
constant market prices.
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Table III-5.--United States, Canada, Mexico, Central America and the
Caribbean: Average annual rates of inflation, 1/ 1960-70 and 1970-78

Average annual rate of inflation

Country/region : : -

. . 1960-70 i 1970-78

: . Percent
United States : 2.8 : 6.8
Canada : 3.1 : 9.4
Mexico : 3.5 17.5
Central America 2/-------- : 1.2 ¢ 10.5
Caribbean 3/ : 3.2 : 12.3

1/ On the basis of the implicit gross domestic product (GDP) deflator,
inflation rates are calculated using the value of GDP at current market prices
and the value of GDP at constant market prices.

2/ Central America includes Guatemala, El1 Salvador, Honduras, Nicaragua,
Costa Rica, Panama, and Belize. Totals for Central America were estimated
from available data.

3/ The Caribbean includes the Dom1n1can Republic, Haiti, Jamaica, Trinidad
and Tobago, Guadeloupe, Martinique, the Netherlands Antilles, Barbados, the
Bahamas, and the Turks and Caicos Islands. Totals for the Caribbean were
estimated from available data. -

Source: Compiled from official statistics of the World Bank, the
International Monetary Fund, and the United Nations.

13
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Table III-6.-—Consumer price indexes for the

United States, Canada, Mexico, and selected Central American and Caribbean
countries, 1971-79

16

4/ Prices
5/ Prices
6/ Prices
1/ Base:
8/ Prices
9/ Prices
10/ Prices
11/ Base:

Source: Monthly Bulletin of Statistics

at Panama City; begin 1976, base: 1975=100.

at San Jose.

at Port-au-Prince.

1971 = 100; prices at St. Domingo.
at Nassau.

at Fort-de-France.

at Basse-Terre.

1971 = 100.

Labor Office.

1970 = 100
Country/item D971 Too1972 T 1973 L1974 . 1915 . 1976 . 19 o 1978 : 1979

United States: H : B : : : H : : : H

All items s 104.3 : 107.7 : 114.4 : 127.0 : 138.6 : 146.6 : 156.1 : 167.9 : 187.2

Food : 103.0 : 107.5 : 123.1 : 140.7 : 152.7 : 157.4 : 167.3 : 179.5 = 199.0
Canada: H H : H H H : H H

All items : 102.9 : 107.8 : 115.9 : 128.6 : 142.5 153.2 : 165.4 180.2 : 196.7

Food : 101.1 : 108.8 : 124.7 : 145.0 : 163.7 : 168.0 : 182.1 : 210.3 : 238.0
Mexico: : : : H H : H : H

All items : 105.4 : 110.7 : 126.0 : 153.6 : 176.8 : 204.7 : 263.9 : 310.1 : 366.6

Food : 104.7 : 108.9 : 126.1 : 163.8 : 184.3 : 207.7 : 267.5 @ 311.4 368.7
Honduras: : : H H H . : : : H

All items : 103.1 : 108.7 : 113.2 = 127.5 : 135.4 142.3 : 154.3 : 163.8 : 178.3

Food H 103.9 : 112.3 : 116.6 : 134.6 : 145.3 : 154.0 : 170.8 : 182.1 = 196.2
El Salvador: H ' H . H : : H H : :

All items : 100.3 : 102.0 : 108.5 : 126.8 : 151.1 ¢ 161.7 : 180.8 : 204.8 : 1/

Food : 100.2 : 101.3 : ©108.9 : 127.8 154.1 : 164.8 : 179.1 198.3 : 1/
Nicaragua: 2/ : : : : : : : : :

All items : 1/ : 1/ 89.3 : 100.0 : 107.5 : 110.6 : 123.2 : 1/ : 1/

Food : 1/ : 1/ 88.4 : 100.0 : 107.7 : 109.0 : - 125.1 3 1/ : v
Guatemala: 3/ : : : : : s : s :

All items : 99.5 : 100.1 114.4 : 132.7 : 100.0 : 110.6 : 124.4 : 134.5 149.9

Food : 98.1 : 98.2 : 117.1 ¢ 135.7 : 100.0 : 109.5 : 121.7 = 127.3 140.3
" Panama: 4/ : : : : s s : : :

All items : 102.0 : 107.4 : 114.8 : 134.1 : 141.5 104.2 : 109.1 : 113.3 122.3

Food : 102.4 : 107.1 : 117.7 144.5 : 154.3 : 101.8 : 104.5 : 110.9 : 122.1
Costa Rica: 5/ : : : : : : : b :

All items : 103.1 : 107.8 : 124.2 : 161.6 : 189.5 : 196.2 : 204.4 : 216.6 : 236.6

Food : 103.7 : 104.9 : 127.6 : 165.0 : 191.9 : 191.6 : 201.1 : 221.7 : 249.7
Haiti: 6/ - : : : : : : : : :

All items : 110.4 - 113.9 : 139.8 : 161.5 : 188.3 : 200.0 : 213.9 : 208.3 : 235.4

Food H 107.2 : 117.9 : 150.2 : 169.1 : 200.5 : 213.2 : 229.7 : 213.7 : 247.1
Dominican Republic: 7/ H B : H H H ’ H H H

All items : 100.0 : 107.8 : 124.1 ¢ 140.4 ¢ 160.8 : 173.4 : 195.6 : 202.5 : 1/

Food H 100.0 : -106.0 : 125.5 : 147.7 = 173.9 : 169.0 : 184.8 : 179.2 : 1/
Jamaica: : H : : : . H H H . H :

All items : 105.3 : 111.0 ¢ 130.5 : 166.0 : 195.1 : 214.1 238.0 : 321.0 ¢ 1/

Food H 106.6 : 111.7 : 139.3 : 179.9 : 211.7 230.7 : 252.3 : 344.9 ¢ 1/
Trinidad and Tobago: H H : H H H H H :

All items s 103.5 : 113.1 : 129.9 : 158.5 : 185.5 : 204.6 : 228.7 : 252.0 : 289.1

Food : 104.6 : 116.6 : 138.8 : 180.4 : 210.6 ¢ 226.1 : 241.6 : 263.6 : 300.1
Bahamas: 8/ : : : : : : : . :

All items B 1/ 100.0 : 105.3 : 119.1 131.4 137.0 : 141.3 ¢ -150.0 163.6

Food : 1/ 100.0 : 105.4 : 125.1 ¢ 139.7 : 143.8 : 146.4 : 158.4 175.6
Barbados: H H ' : H H .ot : : . H

All items : 107.5 : 120.2 : 140.5 - 195.1 @ 234.7 :. 246.4 : 267.0 : 292.3 : 330.8

Food H 108.2 : 126.3 : 148.7 : 214.6 : 262.5 : 273.7 297.0 : 326.9 : 363.2
Martinique: 9/ : : : : : H : : :

All items H 106.6 : 112.8 : 121.5 144.4 165.7 184.3 : 202.8 : 224.1 ¢ 246.7

Food : 107.8 : 112.4 : 121.3 ¢ 148.4 : 165.8 : 181.4 : 199.6 : 215.0 : 234.4
Guadeloupe: 10/ : : : : : : : s :

All items : 106.4 : 114.9 : 122.7 : 162.3 : 166.4 : 180.7 : 197.5 : 213.1 : 232.1

Food H 107.8 : 117.0 : 126.2 149.9 ¢ 174.3 @ 188.6 : 206.7 : 1 223.3 : 246.2
Netherlands Antilles: 11/ : : : B : : : : : :

All items : 100.0 : 104.0 : 112.5 : 134.5 : 155.3 163.5 : 172.4 186.4 : 1/

Food : 100.0 : 106.8 : 123.2 168.5 : 207.5 : 219.4 : 232.6 : 275.3 : 1/

1/ Not available.

2/ Base: 1974 = 100; prices at Managua.

3/ Prior to 1975, Guatemala City only; beginning in 1975, urban areas. Beginning 1975, base: 1975 = 100.

» February 1980, United Nations; Bulletin of Labor sutistics,‘ 2d quarter 1980, Internaticirbll
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Table III-7.—Wholesale price indexes, 1/ general and by categories, for the United States, Canada, Mexico and selected Central
American and Caribbean countries, 1971-79

1970 = 100
Country and item. . 7y D972 01973 1 1974 [ 1975 1 1976 G 1977 1 1978 ¢ 1979
United States: : : Coe : s : : : .
General : 103.2 : 107.9 : 122.7 ¢ 145.9 : 158.4 : 165.7 : 175.9 : 189.7 : 213.1
Raw materials—-——————======- —_ 102.5 : 113.7 ¢ 155.0 : 174.7 : 175.5 = 182.8 : 191.1 : 213.8 : 249.2
Intermediate products—--—=—=: 103.8 : 108.1 : 120.1 : 148.8 : 163.9 : 172.3 : 183.7 : 196.0 : 220.6
Finished goods--—-—----- H 102.8 : 106.2 : 117.3 135.5 ¢ 148.0 : 154.5 : 163.6 : 177.8 : 195.0
Farm products—=----- : 101.7 : 112.6 : 158.8 : 169.1 : 168.2 : 172.1 : 173.4 : 191.6 : 217.4
Building materials-—- H 106.1 : 112.0 : 121.4 142.9 : 154.5 : 166.7 : 182.1 : 201.9 : 223.3
Textiles : 101.4 ¢ . 106.0 : 115.6 : 129.8 : 128.8 : 138.2 : 143.2 @ 149.1 157.3
Canada:’ : : : : B ’ : : : :-
General : 101.2 : 108.3 : 131.5 ¢ 160.7 : 171.5 : 178.8 : 195.0 : 212.7 : 2/ .
Rav materials----——------—-- —: 96.5 : 102.8 : 138.6 @ 176.7 : 177.1 : 179.5 : 196.9 : 211.4 @ 2/
Finished goods—---—- : 103.6 : 111.2 ¢ 128.0 : 152.8 : 168.8 : 178.2 : 193.7 212.9 2/
Farm productg--=—-======== : 90.0 : 112.9 : 166.1 : 194.5 : 190.5 : 182.2 : 178.5 198.7 : 2/
Building materials 3/-——-===—-: '103.5 108.6 : 117.1 142.1 152.2 : 161.8 : 171.4 ¢ 186.1 = 4/ 208.3
Building materials 5/---——-—3 104.9 : 115.2 : 130.1 141.9 : 146.6 : 161.3 : 173.3 ¢ 192.6 : E/ 213.4
Textiles - : 101.9 : 108.3 : 131.4 : 164.6 : 157.7 172.2 : 183.6 :. 195.0 : 2/
Mexico: 6/ : : : : : : .8 : ]
General 14 103.9 : 106.8 : 123.6 : 150.7 : 167.4 : 204 .6 288.9 : 334.6 : 1/ 382.2
Rav materials---=——===—===- — 101.0 : 104.6 : 130.2 : 157.2 : 171.3 211.4 : 283.5 : 325.1 + 7/ 371.4
Pgoducers' goods—--- : 102.2 : 104.6 : 122.7 : 148.4 @ 162.1 : 198.2 : 277.8 : 308.7 : 1/ 339.5
Consumers' goods——--- H 104.6 : 107.9 : 123.9 : 152.8 : 170.1 : 208.0 : 295.0 : 346.3 : 7/ 399.7
Farm products—=~—-—==r=c==uu : 100.9 : 104.6 : 124.9 : 154.1 ¢ 173.8 : 207.5 : 294.8 : 354.6 : 8/ 405.3
Building materials—----=——==—: 105.4 106.1 : 111.0 134.1 ¢ 165.4 : 197.9 : 249.0 ¢ 314.0 : 7/ 372.8
Textiles : 104.6 : 108.2 : 124.2 : 150.2 : 154.5 219.9 : 315.2 : 337.0 = 7/ 377.5
Guatemala: 9/ : : : : : : : s :
General -2 101.5 : 101.4 : 115.8 : 142.1 : 159.7 ¢ 176 .4 : 198.1 184.7 ¢ 2/
Domestic goods-——=—====-= -1 100.3 : 100.1 115.5 : 140.2 : 158.4 175.0 199.0 ¢ 181.3 2/
Imported goods-—=-==--==-== : 99.3 : 99.8 : 105.9 : 134.5 : 153.4 : 168.4 : 173.7 : 177.8 : 2/
Building materials——-———---—: 100.5 : 98.4 : 104.7 134.9 : 166.2 : 218.5 : 257.2 : 173.4 : 2/
Textiles H 98.5 : 104.8 : 120.6 : 160.3 : 174.8 : 176.8 : 187.4 : 176 .4 : 2/
El Salvador: 10/ : : : : : : : : :
General H 94.6 3 100.0 : 121.2 : 151.8 : 154.6 : 208.2 : 306.7 : 234.6 : 11/ 251.6
Producers’' goodg--————-=--e—3: 102.7 : 109.2 : 120.7 : 161.6 : 173.0 : 224.6 : 240.0 ¢ 239.3 : T_T/ 248.1
Consumers' : 91.2 97.2 : 121.5 ¢ 138.9 138.7 : 200.3 : 331.4 : 244.9 ¢ 11/ 243.9
Building materials--------- — 100.3 : 99.5 : 119.5 158.1 : 167.8 : 182.2 : 212.7 : 226.6 : 11/ 242.8
Costa Rica: 12/ : T : : : H : H :
General H 106.4 : 112.2 : 130.5 . 182.4 ¢ 221.8 : 242.3 260.6 ¢ 280.8 : 13/ 326.8
Finished goodg-—=—=====mm ————3 108.2 : 117.9 ¢ 136.9 : 174.6 : 210.4 ¢ 237.9 : 262.3 : .280.7 ¢ 13/ 303.1
Farm products 109.5 = 117.7 ¢ 136.1 : 178.7 : 234.7 : 254.8 : 276.2 315.5 ¢ 13/ 368.9
Building materials—=--==-=-==: 105.4 : 107.8 : 130.9 : 185.2 : 209.0 : 217.3 : 228.9 : 248.9 : 13/ 295.3
Textiles : 99.1 : 106.1 ¢ 131.7 ¢ 185.3 : 215.7 : .255.6 : 284.2 : 297.4 ¢ 13/ 315.2
Panama: H H : H R ] H H H :
General : 105.4 : 114.4 : 126.4 : 164.6 : 187.8 s 202.4 : 217.0 : 228.5 : 14/ 256.5
Dominican Republic: H e : H H H H H :
General : -100.0 ¢ 102.7 : 117.3 ¢ 141.1 176.0 : 164.9 : 187.3 : 185.2 : 15/ 199.7
: B : : : 2 : 3 s
1/ Prices are based on a representative list of commodities priced at the wholesale stage of distribution.

2/ Not available, :

3/ Non-residential building materials.
4/ January-August

5/ Residential building materials.
6/ Prices at Mexico City.

7/ January-July.

8/ January-March.

9/ Prices at Guatemala City.

10/ Prices at San Salvador.

TI/ January-June.

12/ Prices at San Jose.

13/ January-November.

14/ January-September.

15/ January-October.

Source: Monthly Bulletin of Statistics, February 1980, United Nations.
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The countries of Central America and the Caribbean have tropical rainy
climates in forest and/or savannah areas.

Minerals

Almost without exception, the United States, Canada, and Mexico are the
only North American countries that are major producers of metallic and
nonmetallic minerals. Each of them has reserves of dozens of mineral
commodities. Some examples of these reserves are shown in table III-S8.

Examples of minerals for which U.S. reserves are small, insignificant, or
nil, but for which another North American country has significant or larger 1/
reserves are as follows: nickel (Canada), natural graphite (Mexico), cesium
(Canada), bauxite (Jamaica), yttrium (Canada), tantalum (Canada), fluorspar
(Mexico), asbestos (Canada), magnesite (Canada), antimony (Mexico), and
strontium (Mexico).

Conversely, for various minerals, the United States is the only North
American country whose reserves constitute a substantial share of the world
total. Examples are borate materials, feldspar, kyanite and related
materials, talc and related materials, and vermiculite.

Transportation routes

The countries of North America are linked by air, water, railroad, and
highway transportation. The air routes are so numerous that they constitute a
network. Waterborne transportation routes use Hudson Bay, the St. Lawrence
Seaway, the Great Lakes, Chesapeake Bay, intracoastal routes along the
Atlantic and Pacific Oceans, the Panama Canal, the Gulf of Mexico and a
multiplicity of rivers, such as the Mississippi, Ohio, Missouri, Columbia, and
Mackenzie.

Canada, the United States, and Mexico are closely linked by standard gage
railroads. Among the border-crossing points between the United States and
Canada are Rouses Point, New York; Niagara Falls, New York-Ontario; Detroit,
Michigan-Windsor, Ontario; Sault Saint Marie, Michigan-Ontario; Emerson,
Manitoba; and Blaine, Washington.

Among the (railroad) border crossing points between the United States and
Mexico are Brownsville, Texas-Matamoros, Tamaulipas; Laredo, Texas-Nuevo
Laredo, Tamaulipas; Eagle Pass, Texas-Piedras Negras, Coahuila; El1 Paso,
Texas-Ciudad Juarez, Chihuahua; Nogales, Arizona-Nogales, Sonora; and
Calexico, California-Mexicali, Baja California.

Labor Force Comparisons

Table III-9 shows comparative labor statistics for the United States,
Canada, Mexico, and selected Central American and Caribbean countries.
Sections which follow cover wages, productivity, unemployment, labor
migration, education and skill levels, and labor organization.

1/ Larger than United States reserves. 18



19

Table III-8.—Reserves of certain minerals in the United States,
Canada, Mexico, and the world
Commod ity ; g:;z:: ; Canada : Mexico ; ?g:;g

Iron Ore : H H H

(Recoverable iron) : : : :

" (million short tons)-—: 4,000 : 12,000 : 1/ 189 : 102,600
Lead metal s : : :

1,000 short tong—=-=-~ —_— 28,400 : 12,900 : 4,500 : 136,000
Zinc metal H : : :

1,000 short tong—=—--- —_ 30,000 : 37,000 : 3,500 : 175,000
Copper metal s : : : :

1,000 short tons————- —_ 93,000 : 34,000 : 2/ 15,400 : 503,000
Silver metal 3/ : : : :

* million troy ounces-—-—: 1,510 710 : 850 : 6,100

Gold metal , s : : : '

million troy ounces—-—: 110 : 45 : 4/ 1,215
Mercury metal : H : :

76-pound flask : H H s

equivalent H 407,000 : 100,000 : 250,000 : 5,207,000
Sul fur : : : : )

1,000 long tong—--=---- s 205,000 : 250,000 : 90,000 : 1,700,000
Potash---thousand short : : : e

tons K,0 equivalent—--: 200,000 : 10,000,000 : 4/ : 13,230,000
Rare-earth metals : : : :

short tons of rare : : : : :

earth oxide : 5,000,000 : 250,000 : 4/ : 17,700,000

1/ Converted from data in metric tonms, pub11shed

Journal November 1980, p. 65.

2/ Unpubllshed data from U.S. Bureau of Mines.
3/ Includes a silver recoverable as a byproduct of base metal ores.

4/ Not reported separately.

Source:
Commodity Summaries 1978.

in Engineering and Mining

(Search for data is pending).

Complled from data reported by the U.S. Bureau of Mines in Mineral

19
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Wages

Table III-10 compares hourly wage rates in manufacturing in the United
States, Canada, Mexico, Guatemala, Nicaragua, Panama, and the Bahamas. The
United States and Canada have the highest, and Guatemala and Nicaragua the
lowest, manufacturing wage rates of the countries listed. Wage rates in the
Bahamas are shown to be higher than those in Mexico. Low wage rates are
prevalent in most Central American and Caribbean countries.

As seen in figure III-5, manufacturing wage rates in the United States
and Canada, besides being higher, have increased faster during 1969-76 than
manufacturing wage rates in Mexico. This is true even though annual value
added per worker in manufacturing increased faster in Mexico than in either
the United States or Canada during 1965-75 (see the following section on
productivity).

Average hourly wages in manufacturing in the United States and Canada are
very similar and have followed the same general trend during 1969-79. The
U.S. average hourly wages in manufacturing followed a steady, slightly
accelerating trend in 1969-79, reaching $6.69 per hour in 1979. Canadian
average hourly wages were about 18 percent lower than U.S. wages in 1969, rose
slightly above U.S. wages during 1974-76 and fell below U.S. levels in 1978
and 1979, when the average hourly wage in manufacturing in Canada reached
$6.36, about 5 percent below U.S. levels.

Productivity

Table III-11 and figure III-6 contrast trends in annual value added per
worker in manufacturing in the United States, Canada, and Mexico. Annual
value added per worker in manufacturing is higher in the United States and
Canada than in Mexico.

During 1965-75 annual value added per worker in manufacturing rose an
average of 5.1 percent per year in Mexico, 2.6 percent per year in Canada, and
only 1.3 percent per year in the United States. During 1975-76, United States
manufacturing value added per worker rose sharply, while in Canada it
continued on the gradual rising trend which began in 1965. 1In 1976-78, U.S.
manufacturing value added per worker continued to rise (to $21.12 thousand in
1978) while Canadian manufacturing value added per worker fell abruptly (to
$15.03 thousand).

Unemployment

Table III-12 shows rates of unemployment as a percentage of the labor
force for the United States, Canada, Mexico, and several Central American and
Caribbean countries. Sources warn that unemployment statistics for developing
countries must be interpreted with caution, since underemployment,
particularly in subsistence agriculture, is a large problem in these areas;
for example, there is substantial underemployment in countries such as Mexico,
Costa Rica, and Panama.

Since 1976, unemployment rates have been lower in the United Statesi¥han,
in Canada. Unemployment in Canada rose to 8.4 percent in 1978. Unemployment
rates declined in the United States from 6 percent in 1978 to 5.8 percent in
1979 and in Canada from 8.4 percent in 1978 to 7.5 percent in 1979.
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Table III-1l.—Annual value added per worker in manufacturing, in 1975 prices

Year

United States

Canada

Mexico

1965

1970

1975
1976

1977

1978

1 1965-75
1975-78

"Value added in thousands of

1975 dollars

16.77 : 12.78 : 4.56
17.36 : 14.48 : 4.09
19.02 : 16.46 : - 7.50
20.45 16.92 : 1/
20.98 : '15.94 1/
21.12 : 15.03 : 1/
Average annual percentage growth rate
1.3 : 2.6 : 5.1
3.6 : -3.0 :

1/

1/ Not available.

Source: Monthly Bulletin of Statistics, February

Yearbook of National Accounts Statistics, 1976, UN;

Statistics, 1973, 1979, International Labor Office;

1980, United Nations (UN);
Yearbook of Labor

International Financial

Statistics, International Monetary Fund; Mexico: Manufacturing Sector:

Situation, Prospects and Policies, World Bank.
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Table III-12,—Rate of unemployment, as a percentage of the labor force, for
the United States, Canada, Mexico, and selected Central American and
Caribbean countries, 1976-79 '

(In percent)

Country . 1976 . 1977 T 1978 . 1979
United States s 7.7 ¢ 7.0 ¢ 6.0 ¢ 5.8
Canada : 7.1 8.1 : 8.4 : 7.5
Mexico 1/ : 6.7 : 8.1 : 7.1 2/
Costa Rica : 4oh : 4.7 4.6 : 2/

' Panama : 6.7 : 8.7 : 8.1 : 2/
Barbados : 15.6 : 15.7 @ 13.8 : ©13.3
Jamaica : 22.4 24.2 : 24.5 2/
Trinidad and Tobago : 2/ : 13.4 : 12.2 ¢ 2/

1/ The Mexican Government officially places unemployment plus
underemployment at about 49 percent of Mexico's labor force.
2/ Not available.

Source: Bulletin of Labor Statistics, 2d Quarter 1980, International Labor
Office (ILO); Year Book of Labor Statistics, 1979, ILO; Statistical Bulletin
of the OAS, Organization of American States. '
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Labor migration

Complete labor mobility exists between Canada and the United States, but
access to U.S5. labor markets for Mexican workers is limited. The migration of
Mexican workers into the United States is an international political issue.

A congressional report estimated that between 300,000 and 600,000
undocumented Mexican migrants enter the United States annually. Mexican
migrants are attracted by higher wages in the United States and pushed by high
unemployment in Mexico. Many sources have described the phenomenon of
migration from Mexico to the United States as a '"safety valve," helping to
close the gap between the annual increase in people looking for work in Mexico
and the number of new jobs the Mexican economy is able to create. The report
also listed the following countries as sources of undocumented migrants: EI1
Salvador, Dominican Republic, Haiti, Jamaica, Guatemala, and Belize. Migrant
labor from the Caribbean also enters Canada, but is subject to quota.

As seen in table III-9, the growth of the Mexican labor force has been
accelerating, growing 2.8 percent annually in 1960-70, 3.3 percent in 1970-80,
and is projected to grow 3.5 percent in 1980-2000. According to a report
issued by the U.S. Department of Labor, "at least 700,000 new jobs are needed
each year to absorb additions to the work force, if no emigration takes
place.”" 1/ Employment in Mexico is estimated to be increasing at about 3
percent a year.

Poverty, rapid population growth, and lack of adequate employment
opportunities have also caused significant legal labor migration. During
1970-76, immigrant labor exported legally by Mexico and selected Central
American and Caribbean countries to the United States was distributed as
follows: Mexico, 419,407; Dominican Republic, 99,669; Jamaica, 85,504;
Trinidad and Tobago, 45,467; Haiti, 44,423; Barbados, 11,395; and Panama,
11,263.

Training and skill levels

Skill levels of Canadian workers are comparable to those of U.S. workers
and literacy rates in both countries are about 99 percent. In Mexico,
unskilled labor is plentiful but skilled labor is relatively scarce. Census
figures revealed that in 1970 Mexican labor force workers averaged 3.6 years
of education and that only 13 percent had studied more than 6 years. However,
the Mexican Government has attempted to improve the education level
of its labor force by enlarging its education budget and, in 1975, by
launching an education program for adults. Reflecting past attempts to
improve education levels, the adult literacy rate in Mexico rose from 65
percent in 1960 to 76 percent in 1975, and it has been estimated that Mexican
labor productivity rates in border companies now exceed U.S. rates. Skilled
labor is scarce, and adult illiteracy a major problem, in most Central
American and Caribbean countries.

Labor organization

Fourteen percent of the Canadian labor force, 22 percent of the u.s.?’

labor force, and 24 percent of the Mexican labor force are members of trade
unions. Many Canadian unions are affiliated with U.S. unions (47.7 percent of

1/ Profile of Labor Conditions: Mexico, U.S. Department of Labor, 1979.
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Canadian union members belong to international unions headquartered in the
United States), and the "trade union climate" is similar in Canada and the
United States. According to a publication of the U.S. Department of Labor: 1/

"Beginning about 1860, Canadian workers looked to United States
unions for support, and many unions with members in both countries
became "international unions." The influx into Canada of skilled
U.S. workers with trade union backgrounds, as well as seasonal
employment of Canadian building trades workers in the United States
contributed to the growth of U.S.-based unions in Canada."

The organized labor movement in Mexico is closely involved with, and
controlled by, the Mexican Government. Government approval is required for
strikes to be "legal" and in the event of an "illegal" strike, ''the employer
may use strike breakers, or dismiss striking workers, after proper notice.
There are relatively few strikes in-Mexico." 2/

Integration of North American Capital Markets

This section discusses various aspects of capital markets in the
countries of North America, with principal emphasis on the United States,
Canada, and Mexico. First, detailed summaries are presented of U.S. and
Canadian financial integration and U.S. and Mexican financial integration.
Next is a section on the rate of return of U.S. investment in North America,
followed by a discussion of investment trends by sector. Finally, there are
brief discussions of savings and investment rates and capital/labor ratios.

Integration of U.S. and Canadian Capital Markets

U.S. investment in Canada.--Throughout Canada's history, external capital
and external markets have contributed heavily to its economic development.
Prior to World War I, the proportion of external capital (at that time largely
in the form of British investments) in the Canadian economy was greater than
it was in the 1970's. After World War I the United States became the
principal supplier of Canadian capital. Between 1914 and 1930, U.S. direct
investment in Canada expanded rapidly, concentrated in such sectors as the
extractive and processing industries, automobile manufacturing, pulped paper
production, electrical manufacturing, and nonferrous mining and refining.
After a lull in the 1930's, another great expansion in U.S. investments in
Canada occurred beginning with war-related investments during World War II,
but the most noticeable increase began at the end of the war. Between 1945
and 1975, total U.S. investment in Canada increased from $5 billion to $52
billion; direct investment increased from $2 billion to $31 billion. By 1979,
U.S. direct investment in Canada had increased to $41 billion (see table
I1I-13). Nearly one-half of this direct investment was in manufacturing, a
percentage which has remained relatively constant at least since 1966. Within
the manufacturing sector, the most significant areas of U.S. direct investment
were iron and iron products, wood and paper products, and chemicals and allied
products. By the 1970's, U.S. corporations controlled approximately 50
percent of Canadian manufacturing industry, but the percentage of U.S.
ownership in sectors such as petroleum, transport, and chemicals, was much
higher.
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1/ Profile of Labor Conditions: Canada, U.S. Department of Labor, 1980.
2/ Profile of Labor Conditions: Mexico, U.S. Department of Labor, 1979.
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U.S. direct investment in Canada grew at an average rate of 7.7 percent
annually between 1966 and 1979. During the 1970's, U.S. direct investment in
Canada accounted for approximately 80 percent of total direct investment in
that country. Except for a slight increase in 1973, however, the Canadian
share of total U.S. direct investment abroad has decreased in every year since
1966. U.S. direct investment in Canada in 1966 represented 30.3 percent of
total U.S. direct investment abroad; by 1979, the Canadian share had decreased
to 21.3 percent. :

This U.S. expansion into the Canadian economy has taken place through the
takeover of Canadian firms and the establishment of new subsidiaries and
branch plants. U.S. investors have been attracted in recent years by the
cheaper Canadian dollar and lower energy prices.

Canadian investment in the United States.--Canadian direct investment in
the United States has been mainly in primary resource industries and
resource-oriented manufacturing such as lumber and paper, mining, primary and
fabricated metals, food and alcoholic beverages, and agricultural machinery.
Real estate has been another popular sector for Canadian investment. In many
cases, the Canadian firms investing in the United States had outgrown the
Canadian market, and were attracted to the large, close, familiar, and open
U.S. market with a stable economic and political environment, lower production
costs, and a large easily~-trainable labor force.

During 1974-78, Canadian investments were placed in 35 States, the
District of Columbia, and Puerto Rico. New York recorded the highest number
of Canadian transaction, followed by Florida, California, and Texas. Overall,
about 34 percent of Canadian investments were in the Sunbelt States, compared
with 26 percent in the Northern industrial States and 20 percent in the
West /Northwest States. Canadian investors have indicated that abundant
reserves of comparatively inexpensive skilled labor, low corporate taxes, tax
holidays, good transportation, and industrial revenue bond financing with low
interest rates are key factors which have attracted them to Southern States.

Canadian manufacturers have cited additional reasons for their increasing
acquisitions of U.S. companies, construction of new plants, or relocation
across the border. Some Canadian firms relocate in the United States to be
closer to their customers. Others have relocated in the United States because
of concern over the movement for independence in Quebec. In addition, some
Canadian business people are concerned about the stated aims of some of the
more nationalistic members of the Quebec Government on the issue of
nationalizing industry, particularly natural resource industries. Finally,
because under Canadian law provinces lose control over resources once they
leave the provincial border, some natural resource companies based in western
provinces have relocated in the United States to gain greater control over the
shipment of resources to the industrial eastern provinces.

Between 1951 and 1974, the share of total Canadian investment abroad
going to the United States (direct investment plus portfolio investment)
increased from 35.0 percent to 44.5 percent. However, the share of Canadian
direct investment abroad going to the United States declined from 78.2 percent
in 1951 to 52.7 percent in 1974. This decline is partly attributable to
increased Canadian interest in investment opportunities in Europe, the Far
East, and Latin America. However, more importantly, an increasing numbedlof
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Canadian corporate investors have transferred ownership of American assets to
wholly owned subsidiaries in the Netherlands. Usually, these companies are
active holding companies carrying on international transactions, and as such
they are able to avail the Canadian parent company of such benefits as lower
taxes and access to the European money market. Since the investor is defined
as the country of the first foreign parent rather than that of the beneficial
owner, the transfer of direct ownership appears as a decline in Canadian
direct investment in the United States and an increase in direct investment
from the Netherlands, as shown in table III-14.

In 1973, Canada was the second largest investor in the United States,
with $4.2 billion, which represented about 20 percent of the total $20.6
billion foreign direct investment in the United States for that year. More
than one-half of the Canadian direct investment was in the manufacturing
sector with food products, machinery, and fabricated metals the major

subsectors. :

During 1973-79, Canadian direct investment in the United States grew at
an average annual rate of 9.1 percent. In spite of this growth, the Canadian
share of direct investment in the United States declined to 13.3 percent of
the total $52.3 billion in 1979, ranking it as the third largest investor
behind the Netherlands and the United Kingdom. As in other years of the
period, the most popular subsectors for Canadian investors were communications
equipment, electric and electronics equipment, fabricated metal products, food
and beverages, nonelectrical machinery, office equipment and supplies, and
publishing and printing. The petroleum and trade (wholesale and retail
stores) industries also attracted Canadian investment during the period.

Between 1973 and 1979, the majority of Canadian investments took the form
of real estate activity, acquisitions including mergers, and new plants.
There were also some investments in the following categories: equity
increase; joint venture; new branch, agency, office, outlet or subsidiary; and
plant expansion.

Other United States-Canadian capital flows

The determinants of international capital flows and of the pattern of
international financial integration are complex. Some of the more important
in the Canadian-United States context are simple interest rate differentials,
the structure of yields in the two economies, regulatory policies, the role of
the U.S. dollar as an official reserve asset, and the desire of investors to
reduce portfolio risks by spreading assets among a mnumber of countries.

During the past three decades, there has been a large and growing volume
of two-directional capital flows between the United States and Canada in the
form of purchases and sales of outstanding securities. In general, these
capital flows have followed a fairly consistent pattern in which long-term
capital moves predominantly from the United States to Canada, while short-term
capital moves from Canada to the United States. The explanation for this
pattern is that, historically, the yield on long-term bonds has been greater
in Canada than in the United States, while the short-term rate has been higher
in the United States. Table III-15 shows that through 1975, the yield on
6-month U.S. Treasury bills was greater than on Canadian Treasury bills. The
pattern was reversed in 1975 and 1976, but since 1977 the short-term yield
relationship between the two countries has moved toward its normal pattern.
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Table III-14.—Foreign direct investment position in the United States, by industries, by countries or areas, 1973-79
(In millions of dollars)

33

(98
W

- < 0 0~ v~ © — < o
@ O [a) alls} < — SN NS S
£ T ~ ~ W - SSOS SS SS [Ta N ~~ ~ W et ] e
s — = - Lol Bl Ll El bl Ll el I L TR ) |
oo se oo so oo ool oe oo a0 0 e es se ae se 00 o6 S0 e s s s e G0 s 00 Se s s es e s s s se Gs 6o OS¢ oo oo 48 e se ss so eo oo
V] o~ (=3 -4 La B gl -,} NS NO o — N — o~ N
- o 0 M~ on Mg -3 A0 N~ [= R NN D g: [ V-Ta W 8
] ~1 «~ Lol P Y o) BT ] Y | -~~~
Q & . -t |}
]
(Y
ee oo se oo oe oa]| oe oo 0 00 s o0 00 @0 se 00 06 40 ae o0 0o e S0 80 e s 4s e e b6 so e ec es s 6o @0 ss es S8 as o oo oo oo 6e o0
[
[3) O WV N (e o N (s} [l wy o~ w o
s ~o oo 0 O ™M o\ O Sgw
© -t N ~ -~ - 00~ NS ~ ~N O SN
= - Ll Ll D) | Ll L] I | | ] ] - —] ]
2 - -t
]
S
s o6 o0 oo a0 se] oo e ce.06 0 o6 e o6 ec ee ©s ee ee oo 26 oo G0 on S e e s 00 oo ec se s es e e G0 o oo es se e0 oo se o0 oo o0
. [}
o ~r~ o o~ (- X=X . o~
c NSNS S NS SN SSSSSS NN NN ~ -~
: -1 - o=t | ot fomt| Ll Rl B L) ] T — ~ ot ot | =t |t ] LR ] BRa] E1 Rl R T
: .
@6 o0 o6 8o oo o0] %0 ee 00 00 oo S0 66 G0 e 00 6 s 00 eo G0 e G0 G0 06 G0 00 e °F OO 00 O Gc G0 G0 e ¢ G0 e e ¢s SC s o s oo oo
o NN @O MO VN~ Oor~r® <TOg® orm eI~
© =N~ Nl N O g3l O\l\g [ T Vo —t - ) ARG e
L] o~ o~ ~3 — [a) o N " ~o0 &N [
- - -
a -t -t Kol -t )
00 oo as ae oo se]| ®s oo 06 oo 0 ee 00 e e0 00 00 00 o s 00 e 0 Ge €0 oo 0 e e ee G0 @0 e 0C e oo OC o0 66 e ¢ 00 %0 00 o0 se oo
' -
N O & WO N (=] Lallaly ] < N N [3a) - O m [--]
Qo N~ - ~ S~ - 0D VSO TN ™ WV SOSS -~ ™ w
Lo e O F ~ Ll Ll ] | @ & ~ ot fomt |t | @ A~ |t || P ] ~~~
o 3 W — et
(=21
g -
oo oo se se] o0 ce ee 26 66 6o o oo e s se ss s o e se @0 Gs S0 0e O3 es ¢ e o 6o o o G¢ ce e o es e o o oo oo s oo oo
[ ~ < o 4 ™ ~ (Y3 - < 3
ot DN ~ O\ S NN e ~N NS NN N - ~. O\ S Y O\ O~ NN NN
;;‘.’. & -~ || N ]| et || Ll 1> Kl B L] B | OV N | ] ]]e]
[%}
-3
©
o @ n Y- WXV — O ["- 2V -] < o (Y- IV o~ o~ v-) V)
12] & oo (] o wn o~ o~
L] 3 vt o~ [Tl el aye]
- RO ] -~ -~ ~ -~ ~ ~ -~ ~ ~ ~. ~ ~
eEledy - - [l ] N~ ! N~ Lol N~
ot .
~ t: L B8
> L
o w )
© o o0 oo o] on se 00 e 0o 0o e eo e 0o 00 o7 ee e ee eo os ee 40 se se ee os se se se 6o oo s s e oo 00 oo e 4o os eu e e ee
L]
0: —t ] C0 ot [ond ~ -3 [ D l'a) [7al
9 |l o NN N oo~ o o™ I~
€ jov o v N T SN O SNOS OSSN S N O NS NS VY- ~
£ .a‘s:“.g - ot ot ot} i ot |t ot} | - —| ot |t ot ot} —| —| =]
@ - O
§ "4
ve oo oo o] oo oo s S0 oo se se e oe oo o0 e ee oo we e G0 se e so ¢ 06 6 0 G0 60 Oo €0 s o 0o es e €0 so e So es o1 e o¢
]
rY] ~ O N - 2] ) - o . & —~
h-2K*) — o - ~
o 3 — - o~ o~
0o © ~ ~ e e Ty ~ ~, NS ~ ~ NS ~ ~
] Ll B! B ] Ll D] Ll ) B L] Ll B B L] [l BT Ll
B - L
- O\ =t I~ O~ -0 ["a X Kl oy = 00 O - NN O N e
[ ) — W O L Ba T B, ) [~ - R (B Al O M 3 NS S o O O T
o MmN o — e o~ -~ (=X -Xu] Lol L] Kol Bl ] AN )]
(-] - o - o o "~ o o - & =
[ o N -t -t ) o~ ) et -
we oo se oo oo sa| e oo ee e oo o 00 oo e oo s o oe oo se ss se s Go o S s Gs s Gc Ss ee s e e s se ee e o 00 oo O3 s e oo
[ o N ~ - ~ N "o~ O - o~ O N M ™M o
‘o 8 N - - — ot < O N | MmO [ — - ~ O [ ~
Y- & N o~ Cal a0 [T 1SS S o~ O O~ ~, —
Lo -} ] - i) — |} —|—] - )
@ -
[ o
eo o0 oo oo oo oo oe oo co se se oe 06 o5 we o8 G0 e ee e se se 0s s o S 0o o oo s es s eo Ss es o e S0 se 40 e eo oo oo e oo oo
o
Q MM~ & OO~ O T ™ i 0O N I~ N -~ - 0 N ™M ~ NN N o~ O
ot OO ~ NNOM D I =) oW O "2l ¢ WIS~ o own [ AR e
1] N O D e 0 -t I~ O nNem—~O MM n ™ o~ o0 N "I~
- - o & - o o = - -~ o o - ~ o & -
- 0 N -t van o~ CalRY-N g} o~ " o o~
< 2
o
e
B o e e oe we 5o es s oo we s os ss en su s ee we ob e e we e wr we we we e o
' [} ] ] ] 1 ] 1 ] [} ! [] ] |
lll l'l' lllll' I' l'l' lllllll
Pt I | Pt [ R I B A | | I O A B N A |
[ T T I B | I R T O | teo et | I T T I |
« Tty e t b [ R R A | | S S I I T O |
@ t L t 1 [ I T I B B B i B ] [ ] [ I |
1o 1 8 [ T O I | 81 € ¢ &1t gy ettt rgr e ot
L] 1 0 o1 1oy |o!u|ltl o’wllll lOlﬂlll|l
{1 © U'Ill 1 Ollll 'Oullll [ 0|l||
5 PEeEalLl 1l EITaldl PenelLl 1l EITAIL]
T M =~ S~
(<] ="“="°,',""ﬁ ;§5u2|nlg ;sug;nls .gsmg:‘ngg
o . - .
r l"ﬂi—-aho l -ag--auo -ﬂs—-suu ' -—'Ev—lahu
o ® T W LH ° o o T N L ® Q.0 B T LN @ Q.0 T M LH @ 00
c veeE3d e .co oo 3 e.LcD T Ve £ 3 .Cc0 b= - T
3 0 &L OB oA R - - R AL N & 0 e O O A e W A C e QD W e
<3 :-uuu:mo: gmvu&»mo:-‘g s-—':u‘:mos s-—c::gmot&
Q ()
© 523 3 3E2S 3 35238 3 SE523 S

1973
1974
1975
1976

Footnotes at end of table.



reas, 1973-79--Cont.

1es8 Or a

dustries, by countr

in

the United States, by

tment position in

Table 1I1-14.—Foreign direct inves

34

(In millions of dollars)

- - N 0 no oM v <t 0 ~ U 3\0 o~ < N 0N
o <N O - ™ N O [} ~ o [ ~
= O~ — ~ o2 ~ N~ - 0 N N [ —
Fv) —
(=]
we oo oo se se se| es oe se 6o se ss se #5 e ss S0 Ge se ee es e s s Be er 80 40 s es se 00 00 00 e 00
[ W —~ -0 =0 Mmom™m o~ o N O WO O
— e M oo M & O V-] N ~a o OO M -
o o o~ - - ~ ~ N ~ <
g o - -
n
o
ee 00 o0 0 e oe| 00 oo se o0 0s 00 00 00 o0 80 00 00 oo 80 ¢ e es 00 e 0% 20 90 e 00 e o0 e o0 0 00
Q
9 ~ao vy O o N O o~ ™ o TN NN
=] o~ © o o~ o~ & 0 0 o8l ~
© NS S NI N NS -~ NN
I P ] ) - -] -
2 - -t o
7]
=
es oo 00 oo o0 vo] 00 e o0 o0 o0 o0 00 00 06 00 00 00 00 0 00 00 o0 e0 00 00 00 a0 40 e o9 00 o0 00 00 o0
Q
9 oMo (a4 W <O Lal o8- & Al ~ O~ O M Mo
-] OV M NSO~ @ o N - &N 60 N~ vy N
g =R —tfet] - - N - - LRY-R) - —
ot
e
ve o0 00 tue ws ool 00 s 0o se se se se se s se @s es e ee sa se ee e 60 ee 00 e o0 we e 00 00 00 ws en
@ WO~ WO o~ NI~ OO ~ ~NWO N
-] wn~s N ~ ~ © —~ N FN~O L) NG~
o ~o < Nl o~ [ L") o o © O
- - - -
(=] — o~
ve oo oo se se o] o0 se w0 ee se oo ss o5 s eu 0s o0 en ae so er e e s 0 oo ss e e 00 00 00 ee 00 oo
]
N U b NI ™ @0~ o g NN ~ ¢ 0 0
0w c NSO & SN SSSSSS VOO WV~~~ @ M nen —~ o
;g: PR Y I e Ll [l bl W\~ © —|—) O @ O
re]
o e 2
au
ve ooPe wel ee oo e 00 4o 0o o0 0 on es e es se s s ee e ee ee e o e ee se s 00 00 w0 oo oo
a VO~ - O ~ D] e .4 B
od r ~ O O NSNS SSNSS & N O ~ ~ — = |
K] Rl tal Lol Lol | © Mo [l -~ |
- -
v i -
ve Bt sl e ee ee eo w0 e 0o 4 0o ae oo s oo ee ee oo 6o oo oo ee 0o se ee se e oo oo e0 o0 o0
> '8 o — [ o o O M e - 00 ~ < ™
9 o oo o — — [ v K —
g 0 — "o — ~ @ O [ag]
0 o Vv a ~
c |'H g - o~ -] el |
ol E o 2
15} -]
3 -
o (']
i PR R T R I B it
0 |w
Wt e ) - © o~ N " — N ™ 0 O ®©
2 |w 0 & w L] o — (<] o Mm® ~r~ 1o
e jJouv 0oV ~ © ~~ © ® - N O <
; ot o D e ] B ] BT [ | - — ]| - -
B &8~ - - —
Q - O
6 L)
]
re] o <& N -3 @ @ 0 ["ale/
g v © [ NS ~ [ =4 < 3 ™
-] ~ N ~ ~ ~r~ ——f ] @ ™ o
o Y T I L]
B ©
1
e e B ] e e et ve e e e ee oe se ee se es es su ws e s ss se se sn e au ge ee es es os so
NS S eSS A PO S ~wom ~ O O\ —~ .
~OoO ™M ~ O =~ © -t N ~ O = - ~- 0 O ~ O —
oMo - O ~N OO —— wn O TN — - o
- - o~ - R - - o -
[2g] o~ — Lol - Mo —
o e el e oo o0 oo oo oo ee s s s se se ss se s s se ee ee es se oo s e e s v oo ee oo
o v < < N I N~A AN~ S ~ ®© o ~N 3
— ~ mc\g A M NO N~ ~
~ 3~ ~ o~ ~ [} o NI ~
—) o~ - -
["a) -]
ve os v oo oo ool ee oo se oo s ee es es es s eo es s se we se s o0 ee ee s S0 e ee O 00 es o0 00 o0
) or~rOo OO ™~ © ® ® NN M & ~ N oM O
ot no oM - Xa K @ M~ monog ~ o v VIS 60
- O M O (230 B 4 w O LAl 4 o M3 P~
- - o = - - o o - - o = -
- 0 non~ ~ o~ [} oo <
L] g -
o
oe o8 oo .‘O e ool oo oo o0 o0 0o o0 s e 00 oo 86 @e 06 Ue se ¢ e ¢ s se 6 00 o0 o0 e 80 00 e es e
llllll' Illlll lllllll
[} ! 1 ] [} ] 1 1 1 ] 1
[ Tt [ 11 [ P
[ I I T I I | | I R A B | | I T T T B |
H PL AERRE RN
- - - g t e b - -
] |o'ﬂ||I ‘-|=| {t ot & 1 1 1
(-] o [ © ) [} = BN 91 IR
19 1 60 @ . 1 ] [ | 80 W IR
<] | E9 W ® 1 €9 W ® 11 1 £E9 W 0}~ 1|
> PgEESLme M1ZEESRTS | (E5§s5T'S
o] l - Evﬂ a - @ —‘! Lol a - @ l - !4~ a - o
& N T N L ® 0.0 B O M -] g -] S T W LH 8 VD
-] v e0oEdELD Qv veoE D £ O QW ESE LD
3 LR - - R B WL QWMo LR - - R
8 LEALEENOY LEEINESCY 2EEeREtCg
'sugz.s 8 nu:gzs (3] hogz.'.'i o
o on o A
- -t Leal

ountries.

ican C

1es8.

dual compani

ivi

d

1n

d disclosure of

i
Mexico, Peru, Venezuela, other Central America except Panama, and other South Amer

1, Chile, Columbia,

$500,000.
Brazi

1/ Supressed by U.S. Department of Commerce to avo
gentina,

2/ Less than

3/ Ar




1970-79, January-September 1979, January-September 1980

ies,

.

(In percent)

f interest rates, by countr

arison o

Table III-15.—Comp

e oo oo oo

.

o

..

Sept.

Jan.

1976

e oo

1975

o oo

1974

e oo

1973

Item

1980

o oo

1979

o

..

oo

..

.

oo

o

..

11.00
11.02
1/

11.00 :
12.25

H

United Stateg=—===—ce—e—;

rate (end of period):
Canada

Central Bank discount

e oo oo

1/

e oo oo

0

o~
~1

14,

10.75
4.50

7.50 :
4.50

.

8.50 :
4.50 :

.

.
.
.

9.00 :
4.50

e oo

.

8.75 :
4.50

7.25 :
4.50

.o

4.75
4.50 :

e e oo

4.57
4.50

6.00
"4.50 ¢

Mexico

.

6-month Treasury bill rate

o

v

o

..

(period average)

4,07 : 7.03: 7.87: 5.82:  4.99: 5.27: 7.22 10.04 = 9.46 10.92
3.56 : 3.56: 5.47: 7.83: 7.40: 8.87

4.34 ¢

6.44 :
5.99 :

United States——-——==—c=--—:
Mexico 2/===mmmmmmmmmeemt

Canada

oe

11.10
12.32

9.05 :
9.97 :

.

9.33 :
10.26

8.49 :
. 9.30 ¢

7.67
8.70

7.87 :
9.18

8.19
9.04 :

8.06 :
8.90 :

7.12 :
7.56 :

:  6.01
7.23

6.12
6.95 3

6.86 :
7.91 :

United States——=——=——=——:

bond yield (period average):
Canad

Government long-term

35

oo

Yearbook and the Bank of Mexico.

istics

inancial Stati

International Monetary Fund International F

1/ Not available.
2/ 3-month.

Source:



36

Regulatory policies may encourage capital flows that are not based on
differentials in market-determined yields. For example, insurance companies
usually are required to maintain assets in each country in which they do
business that are proportional to their policy liabilities in that country. 1/

Thus, since Canadian and United States insurance companies do business in both
countries, they must each make sizable investments of the other country's

securities, based not on relative yields but on regulatory policies and the
companies' policy liabilities in the other country.

Regulation Q in the United States also induces a flow of capital from the
United States to other countries, including Canada. Under Regulation Q the
interest rates that U.S. banks can pay on domestic short-term deposits have
been strictly limited. When U.S. short-term interest rates become
uncompetitive, foreign banks, including those from Canada, are able to attract
deposits from the United States and place them on deposit in Toronto or
Montreal, thus allowing the foreign banks to escape the U.S. regulations.
Subsequently, the funds are relent in the New York market at a profit for
Canadian banks.

Under similar Canadian banking regulations, U.S.-dollar deposits in
Canadian banks have not been subject to Bank of Canada reserve requirements.
This has created a significant incentive for Canadian banks to solicit
deposits and to make loans in U.S. funds. In addition, U.S.-dollar banking in
Canada has been unaffected by various formal and informal limits on interest
rates paid on deposits or charged on loans, creating an additional incentive
for the growth of such operationms.

The U.S. dollar has been a major reserve asset since World War II. For
countries with a managed floating exchange rate like Canada, the government or
central bank may purchase or sell U.S. dollars in order to influence the
exchange rate. This causes a flow of capital between the two countries for
reasons other than interest differentials.

Finally, investors will distribute their portfolio among assets in
various countries typically having at least somewhat different business and
monetary—policy cycles in order to reduce the risk of capital loss. Thus,
some money usually is flowing against modest interest-rate differentials.

U.S. investment in Mexico

The United States has been investing in Mexico since the 1800's. By
1914, Mexico accounted for between 35 and 40 percent of total U.S. investment
in Latin America. These investments were in the forms of government bonds and
portfolio investments; investments in the gold, silver, and copper mining
industries; investments in Mexican railways; and investments in public
utilities. In 1950, U.S. direct investment in Mexico amounted to $415
million, increasing to $795 million in 1960. Of this latter amount, $391
million was in manufacturing, $130 million in mining and smelting, $119
million in public utilities, $85 million in trade, and $32 million in
petroleum. Between 1970 and 1979, U.S. direct investment grew from $1.9

1/ Canadian companies are the only foreign life insurers operating in the
United States and accounted for about 6 percent of the life insurance -
industry's 1974 premium volume. U.S. insurance companies also operate in
Canada.
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billion to $4.6 billion, or by an average of 10.5 percent annually (table
III-13). By 1979, U.S. direct investment was concentrated in the
manufacturing sector, with chemicals, machinery, and transportation equipment
the principal subsectors.

Despite the increase in U.S. investment in Mexico, the Mexican share of
total U.S. direct investment declined from 2.5 percent in 1970 to 2.4 percent
in 1979, owing to an annual increase of 11.0 percent in total U.S. direct
investment abroad. Mexico's share of U.S. direct investment in the
Caribbean/Central American region also declined during 1970-79, largely
because of increased U.S. investment in the Caribbean nations. In 1970,
Mexico accounted for 34.8 percent of U.S. direct investment in the
Caribbean/Central American region; by 1979, this share had decreased to 22.1
percent. In contrast, U.S. direct investment in the Caribbean nations as a
share of the Caribbean/Central American region increased from 33.8 percent in
1970 to 60.2 percent in 1979. The Bahamas and Bermuda accounted for more than
80 percent of U.S. direct investment in the Caribbean nations in 1979; the
major sector for investment was finance and insurance.

Foreign investment accounts for only a small part of total investment in
Mexico. Mexican data, as reported by the Department of Commerce, show that
the foreign participation in total private fixed investment slipped from 5
percent in the 1960's to 4 percent in the early 1970's, and to 3 percent in
1976. This downward trend continued into 1977, but more recently, foreign
investment has taken an upturn. The United States is by far the largest
foreign investor, followed by the Federal Republic of Germany and the United
Kingdom.

About three-quarters of the total amount of foreign capital went to the
manufacturing sector, a share which has remained relatively constant
throughout the 1970's. It is estimated that foreign capital has accounted for
about 25 percent of total new investment in manufacturing. 1/ Within the
manufacturing sector, more than one-third of foreign investment was in the
machinery and transport equipment industry and another one-fourth in the

chemical industry.

Mexican interest in foreign private investment has been stimulated by the
foreign investor's greater access to financing. Since 1973, a decreasing
amount of domestic credit has been available for the Mexican private sector,
with the effect that Mexican firms have been unable to obtain working capital
or to invest in new capacity to the extent that would have otherwise been the
case.

This credit squeeze occurred as a result of inflation and lack of
confidence in Mexico's financial sector. Until 1973, resources available to
the banking system grew substantially faster than GDP and allowed credit to
the private sector to grow about twice as fast as GDP. Mexican banks
attracted these resources because they offered interest from 2 to 5 percentage
points above that offered by many foreign banks. In addition, Mexico enjoyed
a positive real interest rate in its domestic market until 1972. However,
more than one-half of the banks' resources consisted of very short-term
nonmonetary deposits of 1 year or less, and about one-third of the value of
the deposits were completely liquid. The liquidity of the liabilitiesypf the
banking system, which was one of their attractions, also made the system
highly vulnerable when, beginning in 1973, real interest rates turned negative

1/ Estimate of the World Bank.
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and the interest rate differential between foreign and domestic rates was
reversed. Rising inflation, the loss of the interest rate differential, and
the expectation that the peso would be devalued, not only reduced the
incentive to invest in peso-denominated financial assets, but also resulted in
an actual outflow of short-term capital from Mexico. At the same time,
borrowing by the public sector increased, adding to the credit squeeze on
private industry's cash situation. Thus, savings were directed away from
Mexican financial intermediaries and into foreign assets and cash, thereby
reducing the domestic funds available for investment by Mexican firms and
increasing the share of credit expansion financed by foreign sources to more
than 50 percent.

Concern about the deterioration of Mexico's financial situation caused a
slowdown in foreign direct investment in Mexico between 1976 and 1978, which
reduced the flow of long-term capital into Mexico. However, Mexico's
emergence as a major oil producer in 1978 has restored confidence in Mexico's
economy and in the stability of its exchange rate. This caused long-term
capital in the form of direct investment to increase during 1978 and 1979 and
arrested the outflow of short-term capital, thereby easing the squeeze on
credit. In addition, the supply of loanable funds available from Mexican
banks has increased, reducing the need to borrow from foreign banks.

During 1979, with the restoration of confidence in Mexico's economy and
the stabilization of the exchange rate, interest rates once again became the
principal determinant of capital flows. In January 1978, the Mexican
Government began issuing securities in the form of 90-day Treasury bills. As
shown in table III-15, these carry a higher interest than comparable
securities in the United States or Canada, and therefore attracted a growing
volume of dollar deposits. In addition, since Mexico has no exchange
controls, Mexican banks can accept deposits denominated in dollars or pesos.
Interest rates on dollar deposits are tied to the London Euro-dollar market.
During the second and third quarters of 1979, interest rates in this market
increased, causing a sharp increase in dollar deposits. As-a counter measure,
the Mexican central bank raised interest rates on peso deposits, and began
ad justing these on a weekly basis in August. Although this slowed the growth
of dollar deposits, dollar-denominated liabilities of Mexican private banks
had increased to 17.3 percent of total liabilities by the end of 1979,
compared with 14.5 percent a year earlier. This pattern of interest rate
- movements shows how closely U.S. and Mexican financial markets are tied, in
order to avoid having its market flooded with dollars, Mexico is virtually
obligated to move interest rates on pesos in the same direction as U.S.
interest rates and at a higher level.

Although it is not always available, short-term commercial credit in
Mexico was reported by Price Waterhouse in October 1979 to be available at
interest rates of between 18 and 20 percent per annum for a bank loan to a
Mexican subsidiary denominated in pesos, even if repayment of the loan were
guaranteed by a parent company having the highest credit rating abroad. 1/
Loans made in dollars usually carry an interest rate from 3 to 4 points
lower. 2/ Long-term capital is reportedly relatively scarce in Mexico. Some
larger banks make 5- to 7-year loans for the acquisition of fixed assets and
sometimes participate in banking syndicates with foreign banks to provide up
to 10-year financing to large industries in Mexico.

1/ Price Waterhouse, Doing Business in Mexico, October 1979, p. 48.
2/ The interest rate on dollar-denominated savings is also lower--1
percentage point--than the interest rate on peso-denominated savings.
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Canadian Investment in Mexico

Canadian investment in Mexico amounted to (in Canadian dollars) $54
million in 1973, $64 million in 1974, $75 million in 1975, $68 million in
1976, and $65 million in 1977, the latest year for which published statistics
are available. In 1977, the major sectors of Canadian investment in Mexico
were (in Canadian dollars): Manufacturing--primary industries, $33 million;
mining, $27 million; finance, $2 million; and other industry excluding the
petroleum industry, $2 million.

Mexican Investment in the United States and Canada

Mexican investment in the United States amounted to approximately $100
million. According to Department of Commerce data, Mexico conducted only 10
investment transactions in the United States between 1974 and 1979.

Data on Mexican investment in Canada are unavailable.

Return on U.S. investment in North America

The United States had $61.7 billion in direct investments in North
America at the end of 1979, which generated $9.6 billion worth of income for
1979. Income is the return on the U.S. direct investment position abroad, and
consists of earnings (U.S. parents' equity in the net income after foreign
income taxes) of their foreign affiliates plus net interest received on
intercompany accounts, less withholding taxes on dividends and interest. It
can also be defined as the sum of interest, dividends, and earnings of
unincorporated affiliates plus reinvested earnings of incorporated
affiliates. The following tabulation compares the average annual rate of
growth of income from all U.S. direct investments in various countries and
areas of North America between 1970-79 (in percent):

Average annual growth

Area or Country of income
Canada 15.0
Mexico 22.0
Panama 17.9
Other Central America ‘ 10.0
Caribbean nations 33.5
Bahamas 39.1
Bermuda 1/ 46.1
Jamaica 1/ 2.7

1/ 1971-79.

The tabulation shows that during the 1970's, income from U.S. direct
investments in Mexico grew at a faster annual rate than income from
investments in Canada. However, since Canada is the largest market for u.s.
investments, the income from those investments greatly exceeded that derived
from investments in Mexico. In 1979, for example, income from investments in
Canada was $5.3 billion, more than six times the income derived from
investments in Mexico. More than 70 percent of the income from U.S. 39
investments in Canada came from the petroleum, manufacturing, and chemicals
sectors, all of which experienced higher than average rates of income growth
during the period. In Mexico, the sectors experiencing the highest rates of
income growth during 1970-79 were mining, petroleum, and finance.
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U.S. investments in Bermuda had the highest average annual growth rate
during 1971-79, and in 1979, Bermuda was the second largest source in North
America of investment income for the United States. Most of this income was
generated by U.S. investments in Bermuda's finance sector.

Table III-16 compares the rates of return on U.S. direct investments in
various countries and areas of North America with the world. The rate of
return on the direct investment position is defined as the ratio of income to
the average of the beginning- and end-of-year positions. It is an average for
existing investments at historical book value, and can thus be of only limited
use in predicting the profitability of prospective new investments. As shown
in table III-16, the rate of return on U.S. direct investment was greatest in
the Caribbean nations, particularly in the Bahamas. 1In contrast, the return
on U.S. direct investment in Canada and most Central American nations fell
short of the average rate of return which the United States earned on its
investments. On its direct investments in Mexico and Panama, the rate of
return fluctuated near the average which the United States earned on its
investments in the world.

Investment trends by sector

In this section, sectors are ranked in descending order according to the
level of investment (see tables III-17, III-18, and III-19). For the United
States and Canada, investment is compared for the years 1972 and 1977; for
Mexico, 1975 was the latest year for which data were available. As may be
expected, investment in the United States and Canada was more concentrated in
energy sectors than was the case in Mexico. The United States invested more
heavily in industries requiring advanced technology, while Canada's investment
was more concentrated in industries involving natural resources. Mexican
investment was located for the most part in industries requiring less
sophisticated technology. 1In all three countries, there was a trend toward
investment in increasingly complex industries.

Savings and Investment

Table ITI-20 compares savings and investment rates for selected countries
of North America. The table shows that Canada consistently had the highest
savings rate, while countries such as Honduras, Barbados, and Costa Rica had
the lowest savings rates. The United States, which had a consistently lower
savings rate than either Canada or Mexico, was the only country in which
savings exceeded investment in 4 of the 5 years compared. In most of the
countries, investment exceeded savings, and in the less-developed countries of
Central America and the Caribbean, the difference was noticeably greater than
in the more developed countries. For those countries which cannot finance
their investment from domestic savings, the difference must be made up with
foreign capital.

Capital/labor ratios

Capital/labor ratios are derived by dividing the total capital stock of a
country by its total available work force. Capital stock is defined as total 4
gross domestic capital formation and includes plants, equipment, land, and
livestock. It is obtained by accumulating investment flows, assuming an
average asset life of 15 years (which equals a 13.3 percent depreciation
rate). No other depreciation is assumed. The total available work force
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Table I1I-16.--U.S. Direct investment, rate of return,
by countries or areas, 1974-79 1/

(In percent)

Country or area . 1974 0 1975 ; 1976 . 1977 . 1978 © 1979
Canada 2 12.6 : 11.5 : 11.8 : 9.2 : 9.2 : 13.7
Mexico : 15.1 : 15.0 : 2.3 : 10.4 : 17.4 21.1
Panama : 18.3 : 23.1 : 11.7 : 15.3 : 10.9 : 15.9
Other Central America--—: 8.4 : 9.5 : 10.7 : 13.8 : 2.6 : 7.0
Caribbean H 21.5 : 19.7 25.0 : 21.2 21.5 24.5

Bahamas : 23.7 : 46.8 : 76.7 : 62.0 : 51.1 : 37.1

Bermuda : 23.9: 16.2: 2/ : 2/ : 2/ ' 21.1

Jamaica : 16.0 : 13.6 : 11.5 : 15.3 : 2/ : 2/
World : 18.1 : 14.2 : 14.6 : 14.0 : 15.8 : 21.0

1/ Rate of return is defined as
beginning- and end-of-year direct
2/ Not available.

income divided by
investment positions.

the average of the

Source: Compiled from official statistics of the Bureau of Economic
Analysis, U.S. Department of Commerce.
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Table III-17.—United States: Investment by sector and percentage
of total gross capital formation, 1972 and 1977

X 1972 X 1977
Rank ° ¢ Percent of: ¢ Percent of

: ttotal gross: ¢ total gross

Sector . Sector .

: ¢ capital : : capital

: ¢ formation : ¢ formation
l--—-: Electricity————————- —: 8.1 : Electricity--———===——- -3 7.7
2——--: Petroleum and gas—-—--- : 1.7 : Petroleum and gas-----: 3.9
3--—-: Transport equipment H ¢ Industrial chemicals--: 2.6

: (mainly motor : A : ’ :

: vehicles)------- —3 1.6 : :
4-—--: Industrial chemicals—: 1.1 : Transport equipment s

: : ¢ (mainly motor s

: _ : : vehicles) ——=======: 1.8
5----: Machinery n.e.c,——-——: 1.1 : Machinery n.e.c.——--——: 1.6
6----: Food products———=—=== : 1.1 : Paper and products-=—--: 1.2
7----: Electrical machinery—: .9 : Food productg——===—==—: 1.2
8-——--: Iron and steel—--———-— : .8 : Iron and steel——————— : 1.1
9--——: Paper and products———: .7 : Electrical machinery--: 1.0

10----: Textiles : «7 : Coal mining—-=---===-: 1.0
: Total : 17.8 : Total C s 23.1

Source: United Nations Yearbook of Industrial Statistics and International

Monetar

y Fund International Financial Statistics Yearbook.
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Table III-18.--Canada: Investment by sector and percentage
of total gross capital formation, 1972 and 1977

1972 : 1977
Rank } - “total gross: | Fotal gross
: Sector ¢ capital : Sector ¢ capital
: ¢ formation : : formation
1----: Electricity, gas, : : Electricity H
H steam : 8.2 : steam s 10.6
2---—: Petroleum and gas—-—-—: 3.6 : Petroleum and gas————— : 5.1
3----: Metal ore mining—----3 2.9 : Industrial chemicals—: 2.5
4~--—: Paper and products————3 1.9 : Metal ore mining--=---—-: 2.0
5----: Petroleum refineries—: 1.0 : Paper and products——--: 1.6
6----: Iron and steel------ —_ 1.0 : Other mining-------- -3 .9
7----: Food productg—--—===- : .9 : Iron and steel———-==-- : .9
8----: Wood productg=———=—-—3 .8 : Food products-—-—-=-- -1 .8
9----: Industrial chemicals—: .7 : Petroleum refineries——: .8
10----: Other mining-------- -_ .6 : Transport equipment---—:3
: s ¢ (mainly motor :
¢ : ¢ vehicles)-——————==—1 Y A
: Total K] 21.6 : Total s 25.9

Source: United Nations Yearbook of Industrial Statistics and International
Monetary Fund International Financial Statistics Yearbook.
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Table III-19.—Mexico: Investment by sector and percentage
of total gross capital formation, 1972 and 1975

: 1972 : 1975 ‘

s : Percent of: ¢ Percent of
Rank |, . . . 1

: - Sector .total.gross. Sector : tota . gross

: . _ ¢ capital : : _.capital

: ¢ formation : ¢ formation
1----: Industrial chemicals : : Industrial chemicals :

¢  (mainly synthet1c s _ ¢ (mainly synthetic :

: resing)—--—-—-- -— .8 resing)———=——-- —_ .6
2——--: Nonmetal products, s ¢ Nonmetal products, : A

¢ n.e.c. : .7 ¢ n.e.c. : .6
3----: Food prodycts—--—----3 .5 : Food productg—=--—————- : N
4--—: Iron and stééliw————- et B .4 : Transport equipment :

: : ¢ (mainly motor ¢

: . s : vehicles) ~===—===: N
5----:Transport equipment : : Paper and products—--: .3

: ¢ (mainly motor : : o ¢

s vehicles) —====u- : A :
6————: Textiles : .4 : Iron and steel-——————3:. <3
7----: Beverages : .3 : Metal ore mining—----: .3
8--—: Paper and products—-—: .2 : Beverages : .3
9----: Nonferrous metals——--: .2 : Other chemical pro- : '

: : : ¢ ducts (mainly drugs :

: H : and medicineg——====-: 2

10----: Glass and products—---——: .1 : Glass and products--—-: .1
s Total ' 3 4.0 : Total s 3.6

Source: United Nations Yearbook of Industrial Statxstlcs and Internatlonal
Monetary Fund Internat1ona1 Financial Statistics Yearbook. .
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Table II1-20.-—Savings and investment by countries, 1970 and 1974-77

(In percent)
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1/ Savings includes net current transfers from abroad.
Wor1ld Bank.

Source:
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consists of the employed, the unemployed, and the armed forces. Table III-21
compares the ratio of capital per worker for selected North American
countries. In general, the patterns in capital per worker reflect high rates
of growth in the 1960's and early 1970's, a leveling off of investment in the
mid-1970's, and the worldwide recession of the late 1970's. In Mexico, there
was a large increase in investment in oil equipment between 1973 and 1975, but
the growth in investment was smaller thereafter. In addition, in Mexico as
well as in Panama, the total available labor force grew at a more rapid pace
between 1975 and 1980 than did the capital stock, causing a decrease in
capital per worker.

Infrastructure

Transportation services and facilities

Ports.--Virtually all of the major maritime ports of the United States,
Canada, and Mexico have connecting rail 1/ and truck services, and are located
in metropolitan areas that are also served by aircargo and passenger
services. Generally, the maritime ports also have pipelines for delivery of
oil between ships and storage tanks. The United States, Canada, and Mexico
have pipeline networks also.

The United States and Canada have major maritime ports on their Atlantic

and Pacific coasts and the St. Lawrence Seaway. The United States and Mexico
have major ports on the Gulf of Mexico, and Mexico also has major ports on its

Pacific coast.

In the United States, financing the construction of certain dockside
facilities and/or deepening channels frequently has been administered by port
authorities operated by States. Because of increased foreign demand for U.S.
coal, and because of increased port congestion, plans are being developed to
improve the harbors and adjacent facilities of Baltimore, Md.; Hampton Roads,
Va.; and various other ports. Moreover, congressional action is being sought
to deepen the Lower Mississippi River channel, and to facilitate the movement
of coal-carrying barges into the Gulf of Mexico.

In Central America and the Caribbean, certain maritime ports of
significance to international trade are as follows: Bahamas--Nassau,
Freeport; Barbados—Bridgetown; Cayman Islands--Georgetown; Costa Rica--Limon,
Puntarenas; Dominican Republic--Santo Domingo, Puerto Plata; El Salvador--La
Union, La Libertad, Acajutla; 2/ Guadeloupe—-Pointe-a-Pitre; Guatemala--Puerto
Barrios, Santo Tomas de Castilla, San Jose, Champericoj Haiti--Port au Prince,
Cap Haitien; Honduras——Puerto Cortes; Jamaica--Kingston, Montego Bay;
Martinique--Fort-de-France; Nicaragua--Corinto, San Juan del Sur, Puerto
Sandino, Puerto Cabezas, Panama Canal Zone——Cristobol, Balboa, Bahia Las Minas
(Colon); Panama (other)--Almirante, Puerto Armwelles (o0il transfer terminal);
Trinidad and Tobago--Port of Spain, Pointe-a-Pierre, Point Fortin.

Intermodal transportation.--Recent years have seen the growth of
intermodal transportation, facilitated by the use of cargo containers that are
carried by ships, trains, and trucks. A typical length of such containers is
40 feet, generally carried two to a flatcar when moving by rail. Airfreight
carriers use smaller containers which are easily transferred to and from
trucks.

1/ At some ports, the railway tracks are not at dockside, but are in the

port area.
2/ Some freight, unloaded at Puerto Barrios, Guatemala, is forwarded to El

Salvador by train or truck.
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Table III-21.—Capital per worker, by countries, 1963, 1975, 1978, and 1980

(In constant 1966 dollars)

Country . 1963 : 1975 . 19781/ . 1980 1/
United States———--—————- : $9,204 : $11,270 : $11,306 : $11,699
Canada : 9,019 : 12,463 : 12,512 : = 12,570
Mexico : 1,469 : 2,969 : 2,680 : 2,378
Panama- s 1,315 3,084 : 2,680 : 2,378
El Salvador : 545 1,066 : 1,336 : 1,602

1/ Preliminary.

Source: Obtained from Harry Bowen,
U.S. Department of Labor.

Office of Foreign Economic Research,
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In the United States, freight traffic has grown with the growth of the
economy, but the percentage distribution among transport modes has changed
considerably, as shown in table III-22.

In designated years, United States highway mileage was as follows (in
thousands): 1/

1950 1960 1970 1975 1976 1977

Rural Mileage:
" Surfaced—------- 1,679 2,165 2,411 2,483 2,509 2,498
Total 2,990 3,116 3,169 3,199 3,209 3,180
Municipal Mileage—— 323 430 561 639 648 687
Total Mileage--—--- 3,313 3,546 3,730 3,838 3,857 3,867

During the same years, the route mileage of track owned and/or operated
by U.S. railroads was as follows (in thousands): 2/

1950 1960 1970 1975 1976 1977
Road Owned 1/ 224 218 206 199 176 190
Track Operated 1/ 2/ 237 230 220 215 191 209

1/ First track. Excludes other main tracks, yard tracks, and sidings.
2/ Includes mileage owned and operated in Canada.

The Federal Railroad Administration has found that about two-thirds of
the railroad freight tonnage moves on one-fifth of the route mileage of the
railroad network of the United States.

Because of deferred maintenance, both the highways and railroad track
structures of the United States have deteriorated considerably in recent
years. It must be observed that deferred maintenance of locks is a source of
concern in connection with certain inland waterways as well.

In Canada, in 1974, 295,807 kilometers (183,800 miles) of highways and
roads were under Federal or provincial jurisdiction and 564,912 kilometers
(351,000 miles) of roads and streets were under the jurisdiction of local
governments. 3/ In the same year, the length of first main track, on which
Canadian railways operated, was 71,239 kilometers (44,260 miles). In 1976,
the length was 70,471 kilometers (43,790 miles). &/

In Mexico, in 1972, highway mileage was almost 78,000 (125,500
kilometers), of which 25,000 miles (40,200 kilometers) were paved. The
jurisdiction of the Federal Government covered 21,000 miles (33,800
kilometers); that of State governments, an additional 21,000 miles (33,800
kilometers). The mileage of local roads amounted to about 36,000 (about
58,000 kilometers). Many of the Federal roads are designed to accommodate
tourism from the United States.

1/ Compiled from U.S. Bureau of the Census, op. cit., p. 638.

2/ Ibid., p. 657.

3/ Statistics Canada, Canada Year Book 1978-79.

4/ Weil, Thomas E., Area Handbook for Mexico, American University, 48
Washlngton, D.C., 1975. :
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Table III-22.—Volume of domestic intercity freight and percentage
distribution, by mode, in specified years 1950-1977

100.0

10

100.0

Mode * 1950 f 1960 : 1970 ! 1975 } 1976 [ 1977
f Volume (Billion ton-miles)

: s B s - s )
Railroads 1/------ —: 628: 595 : 771 : 759 ¢ 800 : 832
Motor vehicles~—=—=—- : 173 285 : 412 : 454 510 : 555
Inland waterways 2/-: 3/ 163 : 220 : 319 ¢ 342 373 : 368
0il pipelines———=———- s 129 ¢ 229 431 : 507 : 515 : 546
Domestic airways—-——3 4/ s 1 : 3 4 3 4 3 4
Total"- --------- H 1,094 HE 1’330 H 1,936 H 2,066 : 2’202 : 2,305

' f~ Percentage distribution 4

' : : : : : :
Railroads--————-—- —: 57.4: 44,7 : 39.8: 36.7: 36.3: 36.1
Motor vehicleg—-——-: 15.8 21.5 = 21.3 : 22.0 : 23.2 : 24.1
Inland waterways-—-—: 14.9 ¢ 16.6 : 16.5: 16.6 3 16.9 : 16.0
oil pipelines—' """" H 1108 H 17.2 H 2203: 2405 H 23.4 H 2307
. Domestic airways————: 5/ ¢ .1 .2 3 .2t .2 .2
Total—————==—=== H : 0.0 : : 100.0 ¢ 100.0 : 100.0

1/ Beginning in 1970, data
2/ Including Great Lakes.
3/ Excluding Hawaii.

exclude mail and express.

4/ Less than 500 million ton-miles.

5/ Less than 0.05 percent.

Source: U.S. Bureau of the Census,
States, 100th Ed., 1979, p. 635.

Stati#tical Abstract of the United

49



50

Mexico's railway mileage (first-main-track basis) is about 15,000 miles.
In 1973, Ferrocarriles Nacionales de Mexico (National Railways of Mexico)
(NdeM), an autonomous Federal agency, operated 70 percent of the total
trackage and carried 80 percent of both freight and passenger traffic.

Shortages of railway freight-carrying capacity have been and are a
serious problem in Mexico 1/ and, from time to time, they have been a
bottleneck in trade between Mexico and the United States and Canada. On
occasion, because of problems in connection with the return of freight cars
from Mexico, United States railroad companies have placed embargoes on railway
freight shipments to Mexico.

A particularly bad tieup of railway equipment in December 1980 caused the
NdeM to place an embargo at border gateway points on railroad shipments from
the United States and Canada, unless the shipments were documented before
December 23, 1980. At the time it was imposed, this embargo was expected to
remain in effect through most of January. Sometime after imposing the
embargo, NdeM exempted automobile parts, and products for the oil industry and
electric utilities. Although Mexico has gradually increased the number of
exemptions to the embargo (17 items by January 21, 1981), it had not lifted
the embargo completely by late January.

The tieup in railway equipment occurred because northbound United States
and Canadian railcars were unable to pass the southbound cars waiting to enter
Mexico on the predominantly single track routes. According to the news
reports from Houston, Tex., between 35,000 and 45,000 U.S. rail cars were idle
in Mexico at the time the embargo was imposed. 2/ Among other things, the
embargo caused a backup of millions of bushels of U.S. grain destined for
Mexico. Railway freight shipped in trailers on flat cars (TOFC), or
containers on flat cars (COFC), could enter Mexico if the containers were
reloaded onto trucks or the trailers were attached to truck-tractors.

However, sufficient numbers of trucks, tractors, and drivers were not
available at or near the points where U.S. railroads connect with the NdeM.

Contrlbutlng to the railway problem was the use of southern U.S. maritime
ports for ship-to-train transfers of some of the Mexican imports from third
countries. 3/ The U.S. ports have deeper channels and more space for docking
than do the Mexican ports. Consequently, the former can accommodate more and
larger ships.

Until Mexico completes its program to upgrade railway facilities,
embargoes can be expected from time to time. Mexico's upgrading program
includes some double-tracking, some electrification, acquisition of more
rolling stock, the expansion of existing freight terminals, and the
construction of new freight terminals. More than 90 percent of Mexico's
railway mileage is of single track construction. However, NdeM intends to
double-track the railway between Mexico City and Guadalajara, and to electrify
it. Later, NdeM wishes to double-track the line between Nuevo Laredo and
Monterrey and, still later, double-track the line between Monterrey and Mexico

1/ Congestion at railway freight terminals is one aspect of the problem.
2/ The Journal of Commerce, Dec. 24, 1980, p. 1.
3/ The Journal of Commerce, Jan. 12, 1981, p. l.
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City. To increase carrying capacity, centralized traffic control (CTC)
already is being installed.

For most North American countries, data on road and railroad mileage per
square mile of each country's land area are as follows:

Country Road Railway
Miles per Miles per
Miles sq. mile Miles sq. mile

Bahamas————====—-~ 1,066 .20 0 -
"Barbadog-—=~—=====—= 1/ 1,020 6.14 0 -
Costa Rica——=====—= 2/ 5,925 .30 488 .02
Dominican

Republic—==—=—-- 3/ 4,202 .22 897 .05
El Salvador------—- 4/ 3,257 .40 374 .05
Guatemala—--———-—- 5/ 10,649 .25 510 .01
Haiti 6/ 2,485 .23 220 .02
Honduras—--—-—~-—- 7/ 3,500 .08 616 .01
Jamaica 10,208 2.41 231 .05
Nicaragua—-------- 8/ 11,307 .20 232 9/
Panama 4,871 .16 203 .01
Trinidad and

Tobago—-————---- 2,620 1.32 109 .06
United States—----- 3,867,000 1.09 190,000 .05
Canada 534,800 .15 43,790 .01
Mexico 78,000 .10 15,000 .02

1/ 840 miles are all-weather.

2/ All-weather. Mileage of '"dry-season'" roads not available.

3/ "First-class" plus "second-class"; third-class roads (1,557 miles)
excluded.

4/ Excluding roads (2,872 miles) usable only in dry season.

5/ 1,1718 miles are paved.

6/ Little of this mileage is suitable for highway vehicles during the rainy
season.

7/ 730 miles are paved.

8/ 936 miles are paved.

9/ Less than .005.

Communications

The countries of North America benefit from a wide variety of
communications services and facilities. Selected data, readily available for
certain countries, are shown in tables III-23 and III-24.
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Table III-23.—Telephones in use and volume of mail in
certain North American countries, 1976

. Telephones in use | Mail
Country . f Per 100 . Foreign

. Total ! inhabit-, Domestic | -
i . ants | . Sent . Received
: 1,000 : : Million : Million : Million
: Units  : Units : pieces : pileces : pieces
United States—————-—- : 155,173 : 72.1 : 1/ 89,768.0 : 911.4 : 1,368.0
Canada : 13,885 : 59.6 : 5,594.0 : 137.8 : 149.4
Mexico — 3,309 : 5.4 1,068.0 :  255.6 :  281.7
. Costa Rica--——--—-- -— 127 : 6.2 : 2/ 28.2: 2/ 7.2: 2/ 13.4

Dominican : : : e :
Republic—--—-----— : 127 : 2.6 : 2/ 5.9: .2/ 4.9 : 2/ 11.0
El Salvador-——-—--———- : 60 : 1.4 20.9 : 13.4 17.7
Guatemala : : 2/ 553 2/ 1.0 26.7 : 11.3 : 16.3
Hondurag——---====---- : 19 : 0.7 : 2/ 15.2 ¢+ 2/ 10.1 : 3/ 17.9
Jamaica : 109 : 5.4 : 76.9 : 8.4 : 22.7
Nicaragua : 55 . 2.5 12.0 : 7.8 : 16.1
Panama : 155 : 9.0 : 7.4 9.8 : 13.8
Trinidad and Tobago—: 70 : 6.5 : 21.3 : 10.2 18.7

H s H -3 H

1/ Data from U.S. Department of Commerce, Bureau of the Census, Statistical
Abstract of the United States, 1979, p. 580.
2/ Data are for 1975.

Source: Euromonitor Publications, Ltd., International Matketiggibata and
Statistics 1978/79, London, England, 1979, p. 294, except as noted.
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Table III1-24.--Radio and television receivers in use in certain
North American countries, 1977

) Radios f Television sets
Country s T Per 1,000 : i Per 1,000
. Total . . habitants = Total : inhabitants
1,000 ' 1,000
United States-——: 402,500 : 1,861 : 130,000 : 500
Canada----- -—===: 24,500 : 1,050 : 11,380 : 488
-Mexico------——— : 21,000 : 325 8,000 : 124
Costa Rica—----: . 155 75 : 178 : 86
Dominican : e : .8
Republic—=====: 205 41 165 : 33
_ El Salvador---—: 1,700 : 399 : 150 : 35
Guatemala———---- : 268 : 42 120 : 19
Hondurag—----- —_— 166 : 57 : 50 : 17
Jamaicg—-——-——-- : - 900 : 341 120 : 57
Nicaragua----- —3 148 : 64 100 : 43
Panamg——-—====- : 275 155 : 190 : 107
Trinidad and : : : :
Tobago————————- : 330 : 295 160 : 143

Source: Ibid., p. 218.
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The following tabulation provides data on newspaper circulation: 1/

Number of Circulation per
daily 1,000

Country Newspapers inhabitants
United States gs 1,798 2/ 293
Canada 3/ 4/ 121 3/ 4/ 230
Mexico 5/ 173 5/ 719
Bahamas 2 159
Barbados 1 98
Belize - 1 29
Costa Rica 6 97
Dominican Republic-—=—-—-—- 10 43
El Salvador 6 51
Guatemala 6/ 8 6/ 28
Haiti 7 21
Honduras 7 7/
‘Jamaica 3 90
Nicaragua 3 26
Panama 3/ 9 3/ 89
Trinidad and Tobago------—- 2 92

1/ Data are for 1974 unless otherwise indicated. All data are from United
Nations, Compendium of Social Statistics: 1977, New York, 1980, pp. 382-83.

2/ English language dailies only.

3/ 1973 data.
4/ English and French language dailies only.

5/ 1960 data. In 1974 there were 249 daily newspapers, but data on
circulation per 1,000 inhabitants are not available for that years.

6/ 1970 data. 1In 1974 there were 1l daily newspapers, but data on
circulation-population relationship are not available for that year.

7/ Not available.

Education

All or virtually all of the countries of North America have primary and
secondary schools, colleges, and universities. In at least some of these
countries, these institutions are supplemented by vocational schools and
‘correspondence schools. In many instances, education is furthered by
on—-the-job training.

The rate of illiteracy varies widely from country to country. Among
those for which data are readily available, the rate ranges from about 1
percent (United States and Canada) to 53 percent (Honduras). Some of the
Central American neighbors of Honduras also have very high rates of
illiteracy, notably Nicaragua and El Salvador (43 percent each), and Guatemala
(50 percent). Selected education indicators are shown in table III-25.

Housing

Housing conditions vary enormously among the countries of North America.
Whereas 99 percent of the dwellings in the United States and Canada had piped
water in 1976, only 16 percent of the dwellings in Guatemala and 19 percent in
the Dominican Republic enjoyed this convenience in that year. Also in 19764
99 percent of the dwelling units in the United States and Canada had electric
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lighting, but only 32 percent of the units in Guatemala and 36 percent in the
Dominican Republic had electricity in that year.

Various indicators of housing conditions for 1976 are shown in
table III-26.

Health

Among the countries of North America, there are considerable differences
in life expectancy at birth and medical and dental care. Data on such life
expectancy are shown in table III-27.

Data on the relationship between specified health practitioners and
population, by country, are as shown in table III-28.

Taxation and Investment

Taxation in Canada

Canadian residents are taxable on their worldwide income, with credits,
or in some cases deductions from income, given for taxes paid to foreign
countries on income derived from non-Canadian sources. Nonresidents are
subject to Canadian Federal income taxes on income derived from carrying on a
business in Canada and on 50 percent of capital gains arising from the
disposition of taxable Canadian property including, for example, real estate
properties situated in Canada and shares of Canadian private companies.
Canada's income-tax treaties generally provide for lower tax rates and in some
cases may limit the ability of Canada to impose tax on Canadian capital gains

realized by nonresidents.

Corporate tax rates.--The basic Federal corporate tax rate is 46
percent. This rate is then reduced by a l0-percent abatement designed to
allow the provinces room to impose provincial corporation income taxes,
ranging from 9 to 15 percent of taxable income. The abatement is available
only on taxable income allocated to a Canadian province or to the Northwest
Territories. Income allocable to foreign jurisdictions or to the Yukon is
subject to the full rate of Federal tax; however, at the present time no
separate corporation tax is imposed by the Yukon. Four types of credit are
available against income tax otherwise payable: (1) an investment tax credit,
(2) a manufacturing and processing profits tax credit, (3) a small business
tax credit for certain Canadian-controlled private corporations, and (4) a
foreign tax credit.

Investment tax credit.—Investment tax credits are designed to encourage
investment in Canada, particularly in the less-developed regions. Depending
on the region, investment tax credits of 7, 10, or 20 percent are available
for expenditures incurred in acquiring certain buildings, machinery or
equipment, or on scientific research and development. 1In addition to the
basic writeoff permitted on 100 percent of research and development
expenditures, the Canadian Federal Government has established additional
deduction for the 10-year period, 1978-87. During this period, corporations
will be allowed an additional deduction, in arriving at taxable income,
amounting to 50 percent of the "incremental" research and development
expenditure (including capital expenditures) in a particular year. 1/

56

1/ Incremental expenditure generally means expenditures for the year in
excess of average annual expenditure in the 3 immediately preceding years.
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Table III-27.—Life expectancy at birth, by countries and sexes

Life expectancy in years--—

Country Year(s)

: : Males : Females
United States-—====—————-3} 1975 68.7 : 76.5
Canada - : 1970-72 : 69.3 : 76.4
Mexico -— - 1975 : 62.8 : 66 .6
Bahamas : 1969-71 : 64.0 : 67.3
Barbados : 1959-61 : 62.7 67.4
Costa Rica : 1962-64 : 61.9 : 64.8
Dominican Republic—--===3 1959-61 : 57.2 : 58.6
El Salvador : 1960-61 : 56.6 : 60.4
Guatemala-- H 1963-65 : 48.3 : 49.7
Jamaica : 1959-61 : 62.7 3 66.6
Panama 2/ : 11970 : 64.3 : 67.5
Trinidad and Tobago----—: 1970 : 64.1 ¢ 68.1

1/ The source used for the above data did not show statistics for Belize,
Haiti, Honduras, or Nicaragua. ‘
g/ Data exclude Canal Zone and tribal Indians.

Source: United Nations, Compendium of Social Statistics: 1977; New York,
1980, pp. 607-08. -
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Table III-28.—Health personnel for selected occupations per 1,000 population
and population per health practitioner in specified years

H Physicians s Dentists : Nursing Personnel
Country t  Number per : Population : Number per Population : Number per ¢ Population
H 1,000 pop. : Per physiciamn : 1,000 pop. : Per dentist : 1,000 pop. ¢ Per nurse

United States: : H H : H B
1965-=======: 14.8 670 : . 4.8 : 2,080 : 46.4 : 220
1972—--~—-- - 16.5 600 : 5.0 : 1,980 : 61.0 : 160

Canada: : : : 3 : S
1965—------=: 12,2 820 : 3.3 : 3,070 : 29.3 : 340
1972~==—=—- —_ 15.8 : 630 : 3.5 2,870 : 74.6 : 130

Mexico: s H H H : H :
1965--=~-—- — 4.0 2,020 : 1 .8: -1/ 12,270 : 1.9 : 5,170
1970~====m==~ H 6.9 : 1,440 : 1.0 : 9,620 : 6.4 : 1,570

Bahamas: H H H 3 . H H
1964~—-—-=—-- : 7.5 1,330 : 1.3 : 7,880 : 3.7.: 2,730
1972------- —_ 8.5 : 1,170 : 1.6 : 6,380 : 32.4 : 310

Belize: : : : : : .2
1965--==r==—2: 2.8 3,530 : K/ 26,500 : 16.0 : 620
1972—-=====~ H 3.2 : 3,120 : .2 42,670 : 11.1 900

Costa Rica: s : : H : :
1964~==~---—-2 4.9 2,030 : 1/ 1.5 1/ 6,560 : 8.3 : 1,210
1972-===-=- —: 2/ 3.8 2/ 2,670 : 2/ .2 : 37 55,820 : 2/ 14.2 : 2/°710

Dominican : : : : ' : :

Republic: : . : s : : :
1965-—===—=—- H 3.9 : 2,590 : 3/ 1.4 : 3/ 7,300 : 1.1 : 9,220
1972-==--—- —_3 5.2 1,940 : 1.2 : 8,340 : .7 2 13,580

El Salvador: H s s B ] : :
1965=-=—===- —1 2.2 4,510 ¢ .6 18,070 : 6.2 : 1,610
1972—-===-— H 2.5 3,950 : 1.0 ¢ 10,110 : 8.9 : 1,120

Guatemala: H : H H 3 :
1965~=—======3 2.7 : 3,690 : R/ 23,860 : 2.6 : 3,830
1972--===—- —_3 2.3 : 4,430 : .5 21,920 : 1.4 : 7,120

Haiti: H H H : : s
1965--~=--- -1 <7 2 14,000 : 1/ .3 : 1/ 32,520 : <7 14,320
1972—====—-- H .8 12,310 : 2 3 59,680 : 1.1 ¢ 9,520

Honduras: H H H H H H

1965====——=—~ : 1.9 5,400 : 1/ 4 ¢ 1/ 22,980 : 4.6 : 2,200
1972-~--==ee—: 2.9 : 3,440 : .7 3 13,500 : 4/ 5.7 ¢ 4/ 1,760

Jamaica: H : : s : H

1965-=-~--- —_ 5.0 : 1,980 : .8 ¢ 13,170 : 1/ 24.7 = 1/ 400
1972—-===-—- H 2.5 3,920 : S5 e 18,310 : 11.7 : 850

Nicaragua: s H H : H : ’
1965------==~ : 3.9 : 2,560 : 1.2 ¢ 8,440 : 2.0 : 4,880
1972-=====- ] 6.8 : 1,460 : 1.5 : 6,860 : 10.1 : 990

Panama: H : H H H H
1965--—---- — 4.7 2,130 : .9 2 10,740 : 6.0 : 1,660 -
1972—-=~====3 7.0 : 1,420 : 1.0 : 9,830 : 6.9 : 1,440

Trinidad and @ : H : : :

Tobago: H H H : : :

. 1965====r—=—: 2.6 : 3,820 : .8 : 12,830 : 12.7 790
1972—=——-==- : 4.2 2,380 .5 e 19,810 28.1 : 360

1/ Data are for 1963.

2/ Data are for hospital personnel only.
3/ Data are for 1964.

4/ Personnel in Government services.

Source: United Nations, Compendium of Social Statistics: 1977, New York, 1980, pp. 237-239.
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There are no tax concessions specifically aimed at attracting foreign

investment to Canada. Neither are there specific tax incentives to encourage
Canadians to invest abroad, although reimbursement is available for all or

part of the business costs involved in the initial information gathering
process.

Manufacturing and processing profits deduction.--To encourage the
development of manufacturing industry in Canada, the Government offers a
6-percent tax credit applicable to manufacturing and processing profits. This
reduces the Federal corporate tax rate to 40 percent. In addition, the
capital cost of machinery and equipment used in manufacturing or processing
operations may be written off over a 2-year period. These lower rates of tax
apply only to profits allocable to actual manufacturing and processing
activities, and not to profits allocable to such activities as merchandising,
sales, and distribution. The following operations are specifically excluded
from eligibility for this tax credit: farming or fishing, logging,
construction, operating an oil or gas well, extracting minerals or processing
ore from a mineral resource, producing or processing electrical energy or
steam for sale, and processing of gas by a public utility.

Small business tax credit.-—Small business corporations whose active
business income is C$750,000 (Canadian dollars) or less qualify for a credit
which reduces the Federal income tax rate on the first C$150,000 to 25 percent
(15 percent after the l0-percent provincial abatement). 1/ Certain of the
provinces offer similar credits which reduce the normal corporate tax rate in
those provinces by 2 to 3 percent. The purpose of the tax credit is to assist
small Canadian corporation to accumulate capital in order to expand their

businesses.

Foreign tax credits.—Corporations resident in Canada are in general
subject to Canadian tax on their income from all sources, inside or outside of

Canada, and whether or not remitted to Canada. A Canadian corporation
operating a branch in a foreign country is normally taxable in that country on

the profits of the branch. Since the same income, determined according to
Canadian rules, is also taxed in Canada, a foreign tax credit is given by
Canada against Canadian taxes otherwise payable, to the extent of the lesser
of the foreign tax paid or the Canadian tax on the foreign income.

Canadian corporations owning direct investments in foreign corporations
are not subject to any Canadian tax until the income is distributed to
Canada. However, if a Canadian corporation owns, directly or indirectly, at
least 10 percent of the shares of any class of stock of a foreign corporation,
the Canadian corporation is taxed on its share of the foreign corporation's
"foreign accrual property income' (FAPI) whether or not remitted to Canada.

1/ Active business is defined in the November 1978 Canadian Federal Budget
as "the business of manufacturing or processing of property for sale or lease,
mining, operating an oil or gas well, prospecting, exploring or drilling for
natural resources, construction, logging, farming, fishing, leasing property
other than real property, selling property as a principal, transportation or
other qualifying businesses.'" Certain personal service and investment
businesses have been specifically excluded from qualifying as active
businesses.
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The purpose of the FAPI provisions is to prevent Canadian residents from
either avoiding or postponing current Canadian tax on certain passive or
investment-type income which could otherwise be diverted with relative ease to
foreign corporations or trusts.

Deductions.-—Other than land, most tangible property acquired for the
purpose of earning income is depreciable for tax purposes, as is intangible
property of a fixed duration such as rights, franchises, and licenses.

Typical depreciation allowance rates are 5 percent for buildings or
structures; 20 percent for machinery and equipment; and 30 percent for
automotive equipment. These rates are applied on a diminishing balance basis.

Depletion is allowed for Federal tax purposes on the basis of $1 of
allowance for each $3 of expenditures on qualifying exploration and
development activities such as plant and equipment for a new mine and certain
new processing facilities, to a maximum of 25 percent of resource profits. On
certain types of resource investments, a higher rate of depletion applies.

Limited deductions are available for losses suffered in other tax years.
New capital losses may be carried back 1 year and forward indefinitely, but a
corporation may apply such losses only against net capital gains of other
years. 1/ The deduction is no longer available if control of the corporation
changes hands before the loss is fully applied.

Royalties, management fees, and other similar payments to affiliated
nonresidents are deductible expenses to the extent that they are incurred to
earn income for the Canadian company and are not in excess of what would be
paid to an arm's length party (fair market value). Interest on borrowed money
used for the purpose of earning business or property income is also deductible.

Branch income.--Profits of a foreign corporation, which are derived from
carrying on business in Canada through a Canadian branch, are taxed at normal
corporate rates, plus an additional tax of 25 percent on after-tax profits
minus increases or plus decreases in the branch's investment in Canadian
property. For branches of companies resident in countries having tax treaties
with Canada, this additional branch tax is reduced to the rate of the dividend
withholding tax prescribed in the relevant treaty (generally 15 percent). The
branch tax is not applicable to branches of banks, transportation, ‘
communication, and iron ore mining companies.

Treaties.——Canada has negotiated tax treaties with the following
countries: Australia, Austria, Belgium, Denmark, Dominican Republic, Finland,
France, Germany, Indonesia, Ireland, Israel, Italy, Jamaica, Japan, Korea,
Liberia, Malaysia, Morocco, Netherlands, New Zealand, Norway, Pakistan,
Philippines, Romania, Singapore, South Africa, Spain, Sweden, Switzerland,
Trinidad and Tobago, United Kingdom, and the United States. Canada is
currently working to extend its network of treaties; therefore, many treaties
are under renegotiation or negotiation, possibly with retroactive effect.

1/ Net capital losses are defined as the excess of one-half of capital
losses over one-half of capital gains. (Price Waterhouse: Doing Business in

Canada, April 1979, p. 94.)
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United States/Canada tax treaty.—-On September 26, 1980, the United
States and Canada signed a new Capital and Income Tax Convention which, when
ratified by both governments, will replace the existing 1942 convention.

Under the agreement, the maximum rates of withholding taxes for nonresidents
may not exceed 10 percent (compared with 15 percent in effect under the 1942
convention) on direct dividends, on patent royalties, on technical know-how
payments, and 15 percent on portfolio dividends, interest and periodic pension
payments. The agreement further provides that any profit or income from real
property, including natural resource royalties, may be fully taxed in the
country where the property is located. Furthermore, any gains from the
disposition of real property or business assets of a permanent establishment
in a country may also be fully taxed in that country, a significant change
from the 1942 convention. Other changes include expanded relief for
contributions to charitable organizations and universities; removal of
restrictions on the deductibility of convention expenses; revised treatment of
social security benefits, pension payments, and annuities; and more effective
mutual agreement procedures for resolving problems of double taxation.

Investment incentives

The Government of Canada offers to investors cash grants, repayable and
nonrepayable loans, cost sharing, technical assistance, and equity
participation in an effort to promote various Government objectives including
(a) increased exports of Canadian goods and participation of Canadian business
in foreign projects, (b) upgrading of labor force skills, (c) establishment of
new industries or expansion of existing industries in areas of slow economic
growth and high unemployment, (d) improvement in the quality of Canadian
product design, (e) upgrading of technology through increased research and
development activities, and (f) increased productivity of Canadian industry.
In all, there are more than 50 Federal and provincial incentive programs of
various kinds. In most instances, these incentives are available only to
corporations formed in Canada, including those which are foreign controlled.
Several of the more important incentive programs are discussed below.

Regional Development Incentives Act (RDIA),.,--The RDIA is intended to
stimulate the establishment and expansion of manufacturing and processing
facilities in designated areas of Canada characterized by high unemployment

‘and slow economic growth. Under the act, nonrepayable cash grants are
available to businesses establishing, expanding, or modernizing production
facilities in such econmomically depressed areas. Most manufacturing and
processing industries are eligible for these grants, except for initial
processing activities in resource-based industries such as mining, pulp and
paper, and petroleum refining.

Industrial Research Assistance Program (IRAP).--Through the IRAP, Canada
encourages firms to undertake applied research in areas where there is a
potential for commercial development. Cash grants are available for projects
involving applied experimental research in the physical or life sciences
requiring the services of qualified scientists or engineers. In some cases,
research involving computers and mathematics is also eligible.
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Enterprise Development Program (EDP) .——The EDP is designed to promote the
growth, efficiency, and improvement of Canadian processing and manufacturing
industries by making them more internationally competitive. The program is
specifically designed to aid small and medium-sized firms facing high risks or
structural ad justment problems in their attempts to increase exports. EDP has
absorbed or replaced various former adjustment assistance programs.

Restrictions on foreign investment

Although some industries are under close control by Canadian Federal or
provincial governments, no industry is closed to foreign investment. However,
in a few industries there are statutory restrictions on foreign ownership.

For example, under the Broadcasting Act, only Canadian citizens or Canadian
corporations in which the chairman and each director is a Canadian citizen and
80 percent of the shares of the corporation are owned by Canadian citizens or
by Canadian-controlled corporations can be granted a license to operate a
broadcasting station or a network of broadcasting stations. In the banking
sector, nonresidents cannot hold more than 25 percent of the issued and
outstanding shares of a chartered bank, life insurance company, sales finance
company, loan company, or trust company. Furthermore, only 10 percent of
these issued and outstanding shares may be held by a single nonresident
together with his associates. Legislation currently being considered by the

Parliament would permit foreign banks to open subsidiaries in Canada, provided
they comply with restrictions on total assets and lending volume.

Foreign Investment Review Agency (FIRA).--With the enactment of the
Foreign Investment Review Act in 1973, Canada modified its traditional open
policy toward foreign investment by establishing a comprehensive screening
procedure intended to insure that acquisitions and new investments by
foreigners be of "significant benefit to Canada." Significant benefit is
assessed in terms of five factors: (1) the level and nature of economic
activity; (2) the participation by Canadians; (3) productivity, industrial
efficiency, technological development, and product innovation; (4) the effect
on competition; and (5) other national and provincial economic policy
objectives. The Act requires the screening of takeovers of Canadian firms by
"noneligible persons" (a foreign individual, a Canadian citizen who has
settled in a foreign country, a foreign government, or a foreign-controlled
corporation whether or not incorporated in Canada). The Act also requires
screening of new direct investments and expansions by existing
foreign-controlled firms into new activities, but at the present time exempts
from screening expansions into related activities by existing
foreign-controlled firms. Noneligible persomns wishing to invest in Canada
must apply to FIRA, which evaluates investment proposals. Since its inception
in 1974, FIRA has approved more than 80 percent of applications. In 1978, the
percentage of acceptances rose to more than 95 percent.

During 1980, legislation was proposed which would expand FIRA's mandate.
First is a measure to review periodically the activities of large foreign
firms in Canada with particular attention to Canadian participation in
management and equity, exports, research and development, technology transfer,
autonomy of the Canadian subsidiary, and policies followed by companies in
sourcing their supplies. Secondly, large takeover bids by foreigners would bgs
published before FIRA makes a decision to allow or disallow them. Third, the
legislation proposes to make financial assistance, probably through loan
guarantees, available to Canadian-controlled firms that want to repatriate the
assets of foreign-controlled firms in Canada or that want to compete with
foreign firms for the takeover of Canadian business enterprises.



64

Taxation in Mexico

Mexican businesses are taxable on their worldwide income with only
limited credit available for taxes paid to foreign countries. It is not
Mexico's policy to sign tax treaties with foreign countries for the relief of
double taxation. All Mexican businesses are taxed at the same rates; however,
separate rules apply for the taxation of three principal classes of
taxpayers: resident Mexican business enterprises, Mexican residents and
citizens, and nonresident foreign business enterprises and individuals.

Corporate tax rates.--Corporations are liable for Federal income taxes at
the following rates:

(1) If taxable income does not exceed 500,000 pesos, the first 2,000
pesos is exempt from tax. Taxable income in excess of 2,000 pesos is subject
to graduated rates ranging from 5 percent on the first 1,500 pesos to 38
percent on amounts of more than 400,000 pesos.

(2) 1f taxable income is greater than 500,000 pesos but less than 1.5
million pesos, the tax is equal to 42 percent of total taxable income less
6.65 percent of the difference between 1.5 million pesos and total taxable

income.

(3) If taxable income exceeds 1.5 million pesos, the tax is levied at a
flat rate of 42 percent. 1/

There are no State taxes on corporate net income, although most States
and the Federal District (Mexico City) levy a tax on the gross amounts of
interest and certain other types of income from capital loaned or invested
within their borders. :

Two types of tax credits are available against income tax otherwise
payable: the foreign tax credit, and investment and employment tax credits.

Foreign tax credit.--Although there is no prov181on in the Mexican Income
Tax Law specifically allowing the deduction of forelgn income taxes paid by
Mexican business enterprises, a foreign tax credit is available for income
taxes paid on foreign source income in the country where the income
originated. This credit is not available for taxes paid by foreign
subsidiaries of Mexican companies. The amount of the credit is limited to the
lower of the foreign income tax paid or the Mexican income tax payable under
the Mexican Income Tax Law.

Investment and employment tax credits.--The present Mexican Government
has authorized various tax credits directed toward creating job opportunities
in the least developed regions of the country and increasing exports of
manufactured and other products in order to improve the balance of payments.

Such incentives include: a tax credit of up to 20 percent on fixed
investments in new or expanded facilities, a 5-percent tax credit on the
purchase of Mexican-made products, and a tax credit for new-employment
generation of 20 percent of the payroll for 2 years. These incentives are
available only for Mexican individuals and for companies 51 percent Mexican
owned which comply with certain other restrictionms.

64

1/ Price Waterhouse information guide, Corporate Taxes.v A Worldwide
Summar , October 1980, p. 180. :
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Deductions.--In general, all types of fixed assets except land, and all
intangible property except goodwill, are depreciable or amortizable for income
tax purposes, as long as the assets have been acquired for business purposes.
Deductions for depletion of natural resources are allowed on a cost basis.

Losses incurred by business enterprises in 1 year may be carried forward
for deduction from otherwise taxable profits for up to 3 years or 4 years in
the case of losses incurred in the first 3 years of operation of a company.
No loss carrybacks are permitted. If a taxpayer distributes profits before
fully replacing losses which reduced net worth, he loses the right to deduct
in future years that part of the loss equal to the profit distributed.

Royalties are deductible if paid under contracts approved by the National
Registry of Transfers of Technology, and taxes are withheld.

Interest on loans is deductible if the proceeds of the loans have been
invested in the business of the company and proper withholding taxes have been
paid. :

Dividends.--Dividends are generally taxable at a rate of 21 percent.

Branch operation.--Branches of foreign corporations operating in Mexico
are required to pay both the normal corporate income tax and the dividend tax
on profits remaining after deducting income tax and obligatory employee profit
sharing, whether or not profits are actually remitted abroad. Only income of
the branch itself is taxable and it is subject to the same limitations on
deductions as other business taxpayers, except that deductions are not allowed
for royalties, service fees, or interest paid to the head office or for
exchange losses on amounts due to the head office.

Investment incentives

In addition to tax incentives for regional development, the Government of
Mexico offers a number of other investment incentives.

Discounts on industrial energy supplies and basic petrochemicals.--A
presidential decree, published on June 19, 1979, grants special discounts in
prices for industrial supplies of electric power, natural gas, fuel oil, and
certain petrochemicals used by companies making new installations or expanding
existing productive capacity by at least 400 percent in certain areas of the
country. Depending on the region and type of company, the discounts range up
to 30 percent. In some cases, the discounts are available to companies with
majority foreign ownership. The discounts on industrial energy supplies must
be requested prior to November 30, 1982, and expire on December 31, 1988.

In-bond processing plants.--Mexico allows 100-percent foreign ownership
of companies which process or assemble imported materials and parts for
reexport to the United States or other countries. Originally developed to
increase employment opportunities for the largely underdeveloped area just
south of the border with the United States, these companies are now allowed in
all parts of Mexico except where it is considered inadvisable because of 65
industrial and population concentration or environmental pollution. Because
of this restriction, the Mexico City district is ineligible for in-bond plant
location. Free zones have been created in Baja California, so that
merchandise and equipment may be moved free of customs duties unless shipped




66

to other parts of Mexico. In areas outside the free zones, companies can
import machinery and equipment as well as materials and parts on a temporary
basis free of customs dutles, so long as the materials and parts are
reexported or consumed in processing the articles which are reexported. Under
provisions in U.S. tariff laws (806.30 and 807.00), many of the products
exported to the United States are dutiable only on the value added in Mexico.
The provisions allow U.S. companies to take advantage of lower Mexican wage
rates. Moreover, it is estimated that the border companies are attaining 120
to 130 percent of U.S. labor productivity rates. 1/

Resort development .--To stimulate the expansion of the tourist industry
in Mexico, the Government of Mexico allows foreigners to own all rights except
bare title to land in the coastal areas. As further encouragement, a
Government trust has made substantial investments in the infrastructure
necessary for the development of resorts. The Government also provides
guarantees to Mexican banks for financing granted to the tourist industry, and
also will purchase shares of companies in the industry on a temporary basis.

Industrial parks.--Industrial parks, often with land available on
relatively favorable terms, have been established in a number of areas to
provide the infrastructure needed by industry.

Nacional Financiera, S.A.-—-Nacional Financiera, S.A., a 1arge
Government-owned development bank, offers various types of assistance, from
feasibility studies to direct investment in capital stock and long-term
f1nanc1ng. The bank also assists in arranging joint ventures of foreign and
Mexican investors in companies producing capital goods.

Export credits.--Export financing and guarantees for export sales are
available through several Government-owned Mexican banks.

Investment restrictions

The Law for the Promotioh of Mexican Investment and the Regulation of
Foreign Investment.--This law, passed in 1973, centralizes controls over
foreign investment within the National Commlss1on on Foreign Investment. It
states that foreign investment "will be received when it helps to achieve the
country's objectives, when it acts to complement national investments and does
not displace ex1st1ng business enterprises that operate satisfactorily." The
purpose of the law is to limit foreign investments to those which bring in
technology not otherwise avallable, produce goods locally that were previously
imported, increase the country's exports, or provide substantial new
employment. The law applies only to direct investments made since 1973; those
made prior to 1973 must only comply with registration requirements and with
any applicable provisions concerning expansion, new lines of products, new

facilities, and increases in the percentage of foreign ownershlp in the
concern. In general, the law limits foreign investment in new Mexican

companies to a maximum of 49 percent, unless special approval is obtained.
The law also prov1des that all foreign individuals and corporations with
equity investments in Mexico and Mexican companies with any foreign ownership
must register with the National Registry of Foreign Investment.

66

1/ Price Waterhouse information guide, Doing Business in Mexico, October
1979, p. 45.
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HYectors in which foreign ownership is not permitted.--Both foreign
investment and private Mexican investment are specifically prohibited in the
following areas reserved solely to the Mexican government: petroleum and
hydrocarbons, basic petrochemicals, radioactive materials, power generation
and distribution, certain mining activities, railroads, telegraphy and radio
communications, and such other activities as may be specified by law. In
addition, foreign investment is prohibited in the following sectors reserved
solely for Mexican investors or wholly Mexican-owned companies: radio and
television broadcasting; operation of transportation systems such as airways,
maritime shipping and urban, interurban, and Federal highway automotive
transportation (such as running a bus line); logging operations; distribution
of gas; and such other activities as may be specified in laws or decrees
issued by the executive department. In addition, foreign companies may not
acquire title to land or waters anywhere within the country, or own shares
within 100 kilometers (62 miles) from the borders and 50 kilometers (31 miles)

from the coastlines.

Sectors where foreign ownership is permitted.--Except as otherwise
specified, foreign investment is permitted up to a maximum of 49 percent of
the capital of business enterprises so long as the foreign investors do not
have the administration or the power to determine management of the
enterprise. Included in the exceptions to this general rule are (1) mining
operations, in general up to 49 percent, although in national reserve areas
only up to 34 percent; (2) secondary petrochemical industry, up to 40 percent;
(3) production of automobile parts, up to 40 percent; and (4) other areas as
specified in other laws or in regulations issued by the executive department.

Patents and trademarks.--In 1973, the Law on the Registration of the

Transfer of Technology and the Use and Exploitation of Patents and Trademarks
was passed, requiring registration of all contracts and agreements involving

the use of patents and trademarks or supply plans, diagrams, models,
instructions, formulas, engineering details for installations, managerial
assistance, or personnel training. Registration of contracts is permitted
only after it is determined that there are no violations of provisions of the
law prohibiting certain technology transfer practices such as: obliging a
licensee to buy equipment, tools, parts, or raw materials only from a certain
supplier; limiting a licensee's sales freedom or requiring a licensee to sign
exclusive sales or representation contracts with the licensor. In addition,
the following contracts are prohibited: those that involve transfer of
technology available in Mexico; those that establish long terms of validity
(10 years is considered the usual maximum); those that set a royalty too high
for the technology sold; those that permit the licensor to interfere with the
management of the licensee; or those that prohibit the use of complementary

technology.

In February 1976, the Mexican Congress approved a new patent and
trademark law to replace the previous law which had been in effect since
1943. Under the new law, a patent's validity has been shortened to 10 years
and, if a patent is not used within 3 years, the Government can assign it to
someone else. The law also specifies a number of classes of inventions for
which patents are no longer granted including the following:

1. Alloys, chemical and pharmaceutical products and mixtures, medi%%pes,
foods and beverages for human or animal use, fertilizers, pesticides,
herbicides, and fungicides.
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2. Processes for obtaining alloys and the products and mixtures
mentioned under (1) above.

3. 1Inventions related to nuclear energy and safety.

4, Antipollution apparatus and equipment and the procedures for
manufacturing and using them. 1/

Except for the items in group one, these items may be covered by a new
type of industrial property established by the law, a certificate of
invention. A certificate of invention may be requested for any patentable
invention. It has the same rights as a patent except that it does not grant
its holder exclusive use. Holders do receive royalties for the use of the
invention.

Under this same 1976 law, the period for which a trademark may be
registered has been shortened from 10 to 5 years, renewable for additional
5-year periods indefinitely. Trademarks must be used within 3 years, or the
registration will be considered to have lapsed. A trademark originating
outside Mexico, owned by a foreign person or company controlled by foreign
investors, may be used on articles produced in Mexico only if used jointly
with a purely Mexican registered trademark. This restriction does not apply
to trade names, service marks, and slogans when not used as trademarks;
trademarks containing no words (logos); or trademarks used by in-bond
processing companies.

Federal Labor Law and the General Population Law.--Under provisions of
the Federal Labor Law, at least 90 percent of a firm's skilled and unskilled
workers must be Mexican nationals. The law also requires employers to favor
Mexicans over foreigners, and unionized personnel over nonunionized
employees. The General Population Law defines the different types of visas
with which foreigners may enter and live or work in Mexico.

Taxation in the United States

As in Canada and Mexico, U.S. taxpayers, including resident alien
individuals, are taxable on their worldwide income. Double taxation is
generally avoided through credits or deductions for foreign tax paid, and
through a network of income tax treaties which the United States has with many
other countries. Foreign corporations are treated the same as domestic’
corporations for income tax purposes, except that in the absence of a treaty
they are liable for an additional withholding tax. Foreign corporations
operating in the United States are allowed a foreign tax credit subject to
certain restrictions.

Corporate tax rates.--Tax rates for U.S. corporations range from 17
percent for taxable income up to $25,000 to 46 percent for taxable income over
$100,000. Net long-term capital gain, the excess of the net gain from all
sales or exchanges of capital assets held for more than 1 year over any net
loss from sales or exchanges of capital assets held 1 year or less, is
generally taxed at a flat rate of 28 percent if such rate is preferable to the
regular rate. However, net short-term gain is taxed as ordinary income.
Corporations are also liable for State taxes in all but five States. These68

1/ Ibid., p. 32
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rates range from 2.35 to 16.7 percent, with an average rate of 6 to 7

percent. Since State income tax is deductible for Federal income tax
purposes, the average effective rate is reduced to about 3 percent. The
effective rate of the U.S. corporate tax tends to be somewhat higher than, but
in line with that of other developed countries. The full corporate tax rate
is moderated by a number of credits and deductions, most of which are
applicable to foreign investments to the same extent as domestic investments.
In any case, tax rates in themselves are not seen as attracting or
discouraging foreign direct investment to the United States, at least for
those countries with which the United States has an income tax treaty.

Withholding tax.--A foreign corporation is subject to a 30-percent U.S.
withholding tax on the gross amount of investment-type income derived from
U.S. source dividends, interest, and royalties which it receives from its U.S.
subsidiary. This tax is often eliminated or reduced by treaty. The
withholding tax does not apply to income which is effectively connected with
the trade or business of the foreigner in the United States. This income is
taxed at normal rates and is offset by normal deductions. The withholding tax
is also not applicable for technical services which a foreign parent furnishes
to its U.S. affiliate, as long as the parent does not become engaged in trade
or business in the United States through a permanent establishment.

Treaties.-—-The United States has income tax treaties with the following
countries: Antigua; Australia; Austria; Barbados; Belgium; Belize; the
British Virgin Islands; Burundi; Canada; Denmark; Dominica; the Falkland
Islands; Finland; France; Gambia; West Germany; Greece; Grenada; Hungary;
Iceland; Ireland; Italy; Jamaica; Japan; Korea; Luxembourg; Malawi;
Montserrat; the Netherlands; the Netherlands Antilles; New Zealand; Norway;
Pakistan; Poland; Romania; Rwanda; St. Christopher, Nevis, and Anguillaj; St.
Lucia; St. Vincent; Seychelles; Sierra Leone; Sweden; Switzerland; Trinidad
and Tobago; the Union of South Africa; the U.S.S.R.; the United Kingdom;
Zaire; and Zambia. Some of these treaties with former possessions are
extensions (sometimes with modifications) of U.S. treaties with the United
Kingdom, Belgium, or the Netherlands. Except for these former possessions,
however, the United States has concluded income tax treaties with only three
developing countries: Korea, Pakistan, and Trinidad and Tobago. It has been
difficult for the United States to conclude income tax treaties with
developing countries because it has not been prepared to grant major tax
incentives, such as tax-sparing credits.

Generally, the treaties provide separate rates or exemptions for the
various types of income subject to withhlding and often provide a special
lower rate for dividends in the case of a corporate direct investor owning a
specified minimum percentage of the stock of a U.S. corporation which is not
engaged in portfolio investment-type activities.

Investment tax credit.-—-The United States allows an investment credit
under which up to 10 percent of the investment in new equipment can be
deducted from the tax liability. Qualified property includes tangible
personal property, elevators and escalators, certain storage facilities, and
depreciable real property (other than buildings and structural components)
used as an integral part of manufacturing, extraction, production,
transportation, communications, or furnishing energy or sewage disposi%;
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Property that has a useful life of less than 3 years does not qualify for the
credit. One-third of the cost of property having a useful life of at least 3
years qualifies for the credit, two-thirds of the cost of property having a
useful life of at least 5 years, and all of the cost of property having a
useful life of at least 7 years. Generally, property used outside the United
States does not qualify for the credit, except for certain offshore oil and
gas drilling rigs, aircraft and vessels registered under U.S. laws, and
certain other properties.

Energy credits.--A variety of credits are available for investments in
certain energy-related properties, including the production of fuel from a
nonconventional source. These are allowed in addition to the investment tax
credit and do not reduce the tax basis of the property for depreciation
purposes.

Excise tax credits.--A limited credit is allowed for excise taxes on
certain nonhighway uses of gasoline, diesel, and special fuels as well as
lubricating oil. :

Deductions.--Corporations may deduct ordinary and necessary expenses paid
or incurred during the taxable year in the conduct of their business. Capital
expenditures are usually deductible only through depreciation, depletion, or
amortization over the useful life of the property, and as the basis of
property in determining gain or loss.

A corporation may deduct depreciation based on the exhaustion, wear and
tear, and obsolescence of property used in its business or held for the
production of income. This depreciation allowance permits the recovery of the
entire cost of an asset, less reasonable salvage value, over the period of its
estimated useful life. Depreciation is allowed for tangible property used in
a business, but not for inventory, natural resources (subject to a depletion
allowance), or land. Certain intangibles with a fixed asset life, such as
patents, copyrights, contracts, and leaseholds, are also deductible.

Depletion allowances are available at rates varying from 22 percent of
gross income for uranium to 5 percent for gravel.

Taxes are generally deductible, including the crude oil windfall profit
tax, payroll taxes, and State and local income taxes. However, certain
Federal income taxes, including the minimum tax on tax preferences, the
personal holding company tax, and the accumulated earnings tax, are not
deductible.

Royalties are deductible. U.S. corporations can also claim a deduction
for royalties, management services, and interest charges paid to foreign
affiliates, provided such amounts are equal to what it would pay an unrelated
entity.

A corporation may generally deduct all interest paid or accrued during

the taxable year, except interest incurred to purchase or carry securities
which yield tax-exempt interest.
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A net operating loss may generally be carried back 3 years and forward 7
years. 1/ 1If a net operating loss is attributable to a product liability
loss, it may be carried back 10 years. Deductions for net operating loss may
be restricted if a corporation changes ownership or if the corporation which
sustained the loss is later acquired by another corporation and included in
its consolidated tax return.

Domestic International Sales Corporation (DISC).--The DISC is a U.S.
nonmanufacturing corporation which is engaged in the business of exporting
products manufactured, produced, grown, or extracted in the United States.

The Revenue Act of 1971 permits U.S. manufacturers special tax treatment on
that part of their export-related profits which are attributed to DISC's. The
earnings and profits of a DISC are not taxed to the DISC but instead are taxed
as dividends to its shareholders whether or not actually distributed. The
remainder of the DISC's earnings may be retained for an indefinite period by
the DISC during which time taxation on these earnings is deferred. The Tax
Reform Act of 1976 reduced the maximum amount of tax deferred income from 50
percent of export-related net income to 30 percent. In 1972-78, the
cumulative total of taxes deferred through DISC's was $13.5 billion, and in
1978, 73 percent of total U.S. exports were channeled through DISC's.

Investment incentives

The U.S. Government has an open attitude toward foreign investment, both
direct and portfolio. Its general policy is to admit and treat foreign
capital equally with domestic capital. While the Government offers no
specific incentives to attract foreign investment, a foreign enterprise which
establishes or acquires a business in the United States is entitled to the
same tax and other incentives available to domestic companies. These
incentives include the investment tax credit already discussed, and State
industrial development bonds which permit investors to raise capital at low
interest rates. Some States and municipalities also offer property tax
holidays or have special industrial development organizations to help
out-of-State investors locate in their territory.

Investment restrictions

Restrictions on ownership.--In general, there are no government-imposed
restrictions on foreign ownership of U.S. corporations, either public or
private, and no restrictions on the acquisition of existing corporations owned
by U.S. shareholders. What restrictions do exist are aimed at preventing
foreign ownership of a few sensitive industries such as defense,
communications (especially telephone, telegraph, radio, and television), air
transport, coastal shipping, mining on Federal lands, and atomic energy.
However, a number of States prohibit foreign individuals and corporations from
directly acquiring real estate. Also, most States prohibit foreign
directorship and operation of insurance companies.

Exchange controls.--The United States imposes no exchange controls or
legal restrictions or limitations on the flow of funds into or out of the
United States. A foreign investor or importer can both bring foreign funddl
into the United States and borrow additional funds in the United States.

1/ A net operating loss is the excess of deductions over gross income in a
particular year.



72

Further, he may repatriate share capital, loans, income, and profits to his
home country. He may also repatriate dividends, interest, royalties, and
service fees, subject to liability for the 30-percent withholding tax or lower

treaty tax where applicable.

Patents.--The U.S. Patent Office grants patents which give holders the
exclusive right to prevent others from making, using, or selling the patented
articles for a period of 17 years. Four types of patents are issued,
depending on whether the invention relates to processes, chemical
compositions, mechanical devices, or designs. Anyone, including nonresident
foreign nationals, may apply for a patent in any of these four categories.

Central America and the Caribbean nations

Corporate tax rates.——Corporate tax rates vary enormously from country to
country. In some countries, all corporations are taxed at a single rate; in
other countries, the tax rates vary according to the income of the corporation
(the higher the income, the higher the tax rate). The following tabulation
shows the tax rates or ranges of tax rates for certain countries of Central
America and the Caribbean (in percent):

Country Tax rate
Bahamas 0
Barbados 45
Bermuda 0
Costa Rica 5-45
Dominican Republic 1/ 10-38
El Salvador--- 2.5-30
Guatemala 2/ 30.75-48
Honduras 3-40
Jamaica 3/  40-50
Netherlands Antilles 27-34
Nicaragua 4/ 6-50
Panama 20-50
Trinidad and Tobago 45

1/ Plus surtax of 3 percent of regular income tax and 2 percent on taxable
income. The 2 percent is not subject to 3 percent surtax.

2/ There is a 10 percent surcharge on the resulting income tax payable and
an additional 10 percent surcharge which is applicable to the sum of the base
tax plus the first surcharge when taxable income exceeds $10,000.

3/ 40 percent if an agricultural company; for nonagricultural companies: 45
percent for companies widely held and quoted on the stock exchange; 47.5
percent for intermediate nonquoted companies; and 50 percent for closely held

companies.
4/ The Nicaraguan Income Tax Law specifies that the total payable may not

exceed 40 percent of taxable income.

In most countries, taxable income is reduced through deductions for
depreciation and depletion, deductions for net operating losses, 1/ and -

1/ None of the countries allow losses to be carried back. All, except 72
Honduras and Panama, allow losses to be carried forward. Legislation is
pending in Panama to permit a 3-year loss carry forward for qualifying export
companies.



73

limited deductions for payments to foreign affiliates (usually for some
combination of royalties, dividends, management services, and interest charges
paid to foreign affiliates). Most of the countries also have tax incentives
for inward investment and capital investment. More detailed information
relating to the calculation of corporate tax rates in Central American and
Caribbean countries is available in Price-Waterhouse information guides.

Investment incentives in selected countries.--In general, the countries
of the Caribbean and Central America openly welcome direct foreign investment
as they seek to develop their economies. Like other developing countries, the
Caribbean and Central American countries seek in varying ways to control the
nature of foreign investment to ensure that, for each country, the investments
fit its particular development plans. The island states in the Caribbean
Basin suffer from all the major difficulties and constraints associated with
small size. These include the undiversified nature of their economies due to
their extreme dependence on very few commodities (bananas, citrus, spices,
coconuts, tourism) for their foreign exchange earnings, the high import
content of all goods and services which must be used for productive purposes,
and the lack of capital formation to undertake major public and private
investment programs. They also lack adequate internal or regional markets to
absorb domestic production and suffer from an absence of control over the
terms of trade and prices they receive for their exports. Coupled with these
economic constraints are the socio-economic problems of lack of adequate
infrastructure, a very small reservoir of skilled manpower to undertake and
manage projects of economic transformation, a high and growing rate of
unemployment (15-35 percent in the eastern Caribbean), and high material
expectations. 1/ Countries of Central America face some of the same
constraints, but have the advantage of abundant natural resources.

Foreign investment in the Bahamas is encouraged by the Govermment. Both
foreign and local investors in the Bahamas benefit from the country's tax
haven status. There are no corporate, capital gains, profits, or personal
income taxes. The Industries and Hotel Encouragement Acts grant relief from
import duties for plant machinery, tools, equipment, raw materials, and in the
case of hotels, the material and furnishings imported for starting a hotel.

At the end of 1977, the largest investors in the Bahamas were the United
States, $1.4 billion; the United Kingdom, $145 million, and Canada, $130
million.

Barbados provides to manufacturers of an "approved product" exemption
from taxes for varying periods up to a maximum of 10 years. Through the Hotel
Aids Act, the builders of a qualifying hotel may offset against profits
certain expenditure on construction or the provision of certain amenities.
Also, for corporations that derive profits from the construction and sale of
two or more brick houses in an income year, the rate of corporation tax is
reduced from 45 to 20 percent.

Costa Rica offers a favorable investment climate, with constitutional
guarantees of equal treatment enforced by an independent judiciary for both
foreign and local investors. The government encourages foreign investment in

1/ Statement of Honorable M. Eugenia Charles, Prime Minister of the
Commonwealth of Dominica, on the subject: '"Investment needs and priorit;fs in
the Caribbean,'" Monday, Nov. 24, 1980.
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projects considered beneficial to the country, especially agro-business
related investments. Incentives offered vary depending on such factors as the
use of local resources, employment created, export potential, and whether a
similar industry already exists in Costa Rica or within CACM. The country
also offers a highly educated and readily trainable labor force and a large
hydroelectric potential. No restrictions exist on profit remittances; foreign
exchange is sold on the free market.

Dominica seeks investments in the following sectors: multi-purpose
agro-processing, office and household furniture manufacture utilizing
indigenous woods, further processing of essential oils into perfumery and
cosmetics, plywood and veneer manufacturing, handicraft, tourism, and enclave
industries.

The Dominican Republic offers exemption from income, export, and patent
taxes, customs duties, and related excise taxes for specific periods under the
Industrial Incentive and Protection Act. Under the Promotion and Incentives
of Tourist Development Law, exemptions are granted on income taxes,
construction taxes, taxes levied on the formation of a company, and
exoneration from import duties on materials which are not manufactured in the
country.

The Government of El Salvador may grant exemption from duties and taxes
to industries classified as necessary or useful. Such industries can be
exempted from payment of import duties on materials and equipment for
increased production facilities. Also, export industries may obtain full tax
exemption and unrestricted remission of profits (usually restricted to 10
percent of foreign capital investment). These exemptions are usually granted
for periods of 10 years.

The Government of Guatemala may grant exemption from duties and taxes if
the enterprise is classified as either basic, necessary, or useful.

Haiti offers the following incentives to foreign investors: an
attractive wage scale; a tradition of respect for private property and foreign
ownership; a freely convertible currency with unchanged parity to the U.S.
dollar since 1919; no restrictions on repatriation of profits, dividends, or
capital; 100-percent foreign ownership permitted; corporate tax exemptions
from 5 to 15 years; no import tax and no export duties; and financial
assistance to encourage private investment.

The Government of Honduras maintains an open door to foreign investment.
Four of the five largest corporations in Honduras are U.S.-owned. Foreign
capital is given the same treatment and protection as domestic capital. There
are no restrictions on repatriation of profits, dividends, interest, or
capital. However, firms in the distribution and lumber industries must have
51 percent Honduran ownership. The Government may also grant exemption from
import duties and taxes if the concern is classified as basic, necessary, or
desirable, whether new or already established. Additionally, the recently
established Free Zone offers basic facilities to export-oriented manufacturers
at local wage rates. :
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Although the former Manley Government of Jamaica often declared its
intent to attract foreign investors, investor confidence has been low since
1974 when the Government unilaterally imposed a stiff levy on the
bauxite/alumina industry, causing foreign investors to look elsewhere. The
new Government, which came to power in mid-1980 under Edward Seaga, is
expected to be more active in seeking private foreign investment and financial
assistance from traditional Western donors, but as yet has not formulated an
economic strategy and guidelines for foreign business. Tight exchange
controls are still in effect. Therefore, although the Government allows for
repatriation of profits and dividends, capital, royalties, and fees, potential
investors are being advised to obtain written agreements.

The Netherlands Antilles offers tax incentives or holidays for the
establishment of new economic enterprises and hotels with a predetermined
minimum employment and capital investment. There are special provisions
relating to the taxation of insurance companies.

~ The Govermment of Nicaragua may grant exemption from duties, income, and
certain other taxes if the company is classified by government authorities as
either basic, necessary, or useful. At the present time, however, the
investment climate is still uncertain as investors wait to see what policies
the new Government of National Reconstruction will formulate in the wake of
the Sandinista Revolution. ‘

The Government of Panama offers incentives designed to encourage the
development and expansion of local industries. These incentives include, for
qualifying companies, the exemption from import duties on many items necessary
for local production and increased duties or quotas for competing products.

In addition, companies producing entirely for local consumption are entitled
to (1) an exemption from income tax on the net earnings reinvested in fixed
assets to expand production or to produce new products, provided that the
amount reinvested exceeds 20 percent of net taxable income of the fiscal year
in which the expansion is made; and (2) a 3-year carryforward of losses.
Industrial organizations exporting their entire production may be granted, for
a period of up to 15 years, exemptions from import duties on machinery,
equipment, spare parts, raw materials, containers, packing materials, fuels,
and lubricants; and exemption from export duties and from income taxes on
profits derived from export of locally manufactured products. 1In order to
promote industrial development and to stimulate exports, the Government of
Panama offers a range of additional services such as financial assistance to
promote exports; cooperation in the financing of feasibility studies;
promotion of industrial parks; and the strengthening of educational programs
to satisfy the industrial needs of the country. The Government also grants a
series of fiscal incentives for the benefit of companies engaged in activities
related to tourism., The Colon Free Trade Zone, established on June 17, 1948,
is the largest operation of its kind in the Western Hemisphere. Over 600
foreign firms are represented. Any person or corporate body may operate in
the Colon Free Zone with no need for a business license or compliance with any
minimum capital investment requirements. However, all those wishing to
operate in the Colon Free Zone must guarantee the employment of at least 10
Panamanian workers.
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In its industrial development program, the Government of Trinidad and
Tobago envisages a major role for foreign private investors, normally as
minority partners with local investors. For major projects in which the
government itself is the majority partner, this split is normally 51 to 49
percent. For smaller private projects, the government expects that local
investors will constitute 60 percent of the ownership. New foreign investment
will be actively encouraged when the foreign investor can provide (1) access
to international markets for the plants' output; (2) meaningful transfer of
technology through training of nationals, transfer of managerial control to
nationals, and a research and development capability within Trinidad and
Tobago; (3) scope for growth of employment opportunities; and (4)
compatability with the country's industrial structure and development
objectives. The Government of Trinidad and Tobago offers to an approved
enterprise, which must be a locally incorporated corporation, an exemption
from corporation tax for periods of up to 10 years. Depending on the category
under which it is approved, such exemption may be total or partial. 1In
addition, approved hotels are granted a tax holiday for a period of 5 to 10
years., Capital investment in hotels may be written off against profits in any
5 of the 8 years subsequent to the tax holiday period.
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Key Industrial Sectors of North America

This section compares key industries in North America and includes
descriptions of each industry in the United States, Canada, and Mexico, as
well as a discussion of the extent to which the industry is integrated
throughout North America. lj Sectors discussed include agriculture and
agricultural products; forest products; textiles and apparel; petroleum;
chemicals; electrical and electronic equipment; passenger automobiles, trucks,
and buses; iron and steel; and nonferrous metals.

Agriculture and Agricultural Products Sector

Sector coverage -

This sector includes SIC groups 0l and 02 (Agricultural production--crops
and livestock), group 09 (Fishing, hunting, and trapping), group 20 (Food and
kindred products), and group 21 (Tobacco manufactures).

Sector description by'country

United States.--The United States is a large, efficient producer of a
wide range of agricultural products. The country has an abundance of fertile
soil and a climate (temperature and rainfall) that is well suited for
agricultural production. U.S. producers of agricultural products are capital
intensive. There is a significant long-run trend towards fewer production
units of larger size. This is coupled with a trend in reduction of family
employment and an increased usage of hired labor. The United States is self
sufficient in most agricultural products, except for those of tropical origin.

U.S. agricultural production is highly advanced in the application of
high technology in such areas as mechanization, agricultural chemicals,
hybridization, irrigation, and transportation. U.S. agricultural marketing is
also highly advanced. However, U.S. technology, particularly in
mechanization, agricultural chemicals, irrigation, and transportation is based
on a level of energy abundance which will not continue in the future.

U.S. production of agricultural products has been trending upward for
many years, with producers' shipments rising from $189 billion in 1976 to
$274 billion in 1979 (table III-29). Imports, principally of tropical
.products such as coffee and sugar as well as of meat and fish, amounted to $17
billion in 1979, 2/ equivalent to 7 percent of U.S. consumption of
agricultural products.

The United States is the world's principal exporter of such crops as
soybeans, wheat, corn, and rice. U.S. agricultural exports have been rising
rapidly in recent years, increasing from $23 billion in 1976 to $35 billion in
1979, or to about 14 percent of producer's shipments. 3/

The U.S. Government supports the price of a group of basic commodities
through a government corporation (the Commodity Credit Corporation) acquiring
certain commodities. In recent years, however, U.S. policy in the

1/ Some discussion of the industry in Central America and the Caribbean is
also included. 77

2/ Valued at f.o.b. country of origin.

3/ Valued at f.a.s. U.S. port of export.
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Table III-29.--Agricultural products:  U.S., Canadian, and Mexican
exports, apparent consumption, ratio of imports to consumption

shipments, and employment, 1976-79

production, imports,

and exports t

Country and Item . 1976 ; 1977 ; 1978 ; 1979
United States: : H s s :
Production millions of dollars--: 189,719 : 201,476 : 222,862 : 247,001
Imports . dor : 11,179 : 13,538 : 14,962 : 16,881
Exports -do : 22,998 : 23,671 29,384 : 34,745
Apparent consumption do ¢ 177,900 : 191,343 : 208,440 : 229,137
Ratio, imports to consumption-—------ percent—-: 6 7 7: 7
Ratio, exports to production-----—---percent-——: 12 ¢ 12 ¢ 13 ¢ 14
Total employment 1,000 workers--—: 3,297 : 3,244 : 3,342 : 3,297
Canada: . _ B : : :
Production 1/-=---=-————- millions of dollars——: 8,456 : 8,420 : 10,128 : 2/
Imports - do : 3,296 ¢ 3,504 : 3,706 : 2/
Exports . -do : 4,319 : 4,307 ¢ 4,659 : 2/
Apparent consumption do : 7,433 ¢ 7,617 : 9,175 : 2/
Ratio, imports to consumption~===-=-=-- percent——: 44 46 40 2/
Ratio, exports to production---------percent—: 51 3 51 ¢ 46 : 2/
Total employment 1,000 workers——: 596 : 578 558 2/
Mexico: : H : : :
Production millions of dollars——: 2/ : 2/ : 2/ : 2/
Imports - do : 563 : 828 : 1,122 : 2/
Exports do- : 1,334 : 1,418 : 1,504 : 2/
Apparent consumption do--—: 2/ 2/ 2/ 2/
Ratio, imports to consumption--------percent--: 2/ : 2/ : 2/ : 2/
Ratio, exports to production------=-=- percent——: FY 2/ 2/ 2/
Total employment 1,000 workers—-: 6,983 : 7,057 : 7,129 : 2/

1/ Based on gross value of production of agricultural products excluding fish products.

Converted to current U.S. dollars, rate, .83.
2/ Not available. '

Source: U.S. statistics compiled from Survey of Current Business. Canadian and Mexican

statistics from the Food and Agriculture Organization's Production and Trade Yearbooks,

also from sources in the Agriculture Division, Statistics Canada.
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agricultural sector has tended toward greater utilization of market forces and
less Government support for U.S. agriculture through public works, such as
irrigation projects, and support for transportation systems. All import and
export trade is in the hands of private traders.

Canada.--Canada has a large land area and a cool climate with a shorter
growing season relative to that of the United States. The organization of
agricultural production is similar to that of the United States, except that
land resources in Canada are less intensively utilized. It produces large
amounts of wheat and barley, much of which is exported. Canadian agricultural
production increased from $8.5 billion in 1976 to $10.1 billion in 1978. Even
though Canada must import many agricultural products which it cannot produce
because of its climate, it is a substantial net exporter of agricultural
commodities and is the world's second leading exporter of wheat (behind the
United States). U.S. and Canadian interests in agricultural trade generally
are complementary with the important exception of wheat, for which the United

States and Canada compete for world markets.

Canadian farmers basically receive the world price for their wheat, rye,
oats, and barley. All Canadian international trade in grains is through a
government agency, the Canadian Wheat Board.

Mexico.--Mexico is a developing country with a rapidly growing
population, a changing diet pattern, and a Constitution which restricts land
ownership to relatively small parcels. 1/ This land ownership restriction is
a factor which seriously impedes the efficient modernization of Mexico's
agriculture. Mexico also faces many changes in its society owing to its
rapidly developing petroleum industry.

Mexican production of export crops often involves large production units
with significant utilization of low-cost labor, thus attempting to compensate
for the lack of capital. However, much of Mexican production of staple crops
for domestic consumption comes from small family production units which are
land and labor intensive in production. Mexico has large land resources which
are not available for agricultural production because of the limited
availability of water. Greater capital resources may become available to the
agricultural sector as Mexico develops its abundant supplies of energy.

Until recently Mexico had been self sufficient in the production of corn
and dry edible beans, traditional staples in the Mexican diet. Although
production of these crops has trended upward, such production has not kept
pace with the growth of population, which doubled between 1960 and 1980. 1In
addition, Mexico is currently consuming more animal protein (on a per capita
basis) than traditionally has been the case. Cattle and meat, formerly
important export commodities, are now being consumed domestically to a greater
extent. Another factor affecting the Mexican's traditional diet of corn and
beans is the increased production of hogs and poultry, which require more feed
grains, much of which are now being imported.

1/ Under Mexican law, corporate land ownership is prohibited and private
ownership is restricted to 100 irrigated hectares (1 hectare = 2.47 acres) or

200 nonirrigated hectares.
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Mexican exports of agricultural commodities, principally coffee and
winter vegetables, go primarily to the United States. In 1979, Mexico
exported about $1.2 billion of such products to the United States. In turn,
Mexico imports substantial quantities of soybeans and feed grains from the
United States. The two countries have signed an agreement for 1981 for the
United States to sell to Mexico and for Mexico to purchase from the United
States a minimum of 6 million and a maximum of 8 million metric tons of
soybeans and feed grains, worth about $2 billion.

The Mexican Government has established the Mexican Food System, or
Sistema Alimentario Mexicano (SAM). SAM provides minimum guaranteed prices to
agricultural producers and subsidies to consumers. It will attempt to control
the direction of Mexican agriculture and aims to have Mexico self-sufficient
in the production of corn and dry edible beans and to maintain production of
export crops at a high level. The success of the SAM will depend in part on
the extent of the modernization of Mexico's agriculture which also will
determine in large measure whether Mexico continues to import feed grains and
export vegetables.

Other North American countries

Agriculture in Central America and the Caribbean countries varies widely
from very primitive subsistence farming to highly sophisticated production and
marketing of export products. The area is a net importer of wheat, corn,
rice, and beans. It is a substantial exporter of coffee, bananas, and sugar.
A large part of the import and export trade of the area is with the United
States.

Comparison of sectors within each North American country

Agricultural production in the United States and Canada are mostly
comparable in terms of technology, production costs, market access, and
price. North American integration would lead to greater worldwide dominance

of North America in grain and oilseed production and exports, owing to
coordination of production and trade policies and more intensive use of
resources.

Agricultural production in Mexico is not comparable with that for the
rest of North America in technology and organization. The official Mexican
policy of agrarian reform, which breaks down large production units into small
units, makes the production of staple food products in Mexico considerably
less efficient than that for the remainder of North America. Mexico has a
considerable comparative advantage in the production of tropical products and
in the production of fruits and vegetables which are off-season in the United
States. In the event of integration, however, it would be difficult for
Mexico to utilize this comparative advantage without also reversing its
agrarian reform policies. Canada and the United States would be in a position
to easily supply Mexican demand for staple food products, and there would be
considerable interest in increasing Mexican production of tropical products
for which Canada and the United States are import dependent.

Mexico has large supplies of unskilled agricultural labor. Despite
agrarian reform to encourage land ownership among this labor pool, the pool is
still growing. There is currently a demand for such labor forces in the
United States, and as energy abundance declines in the United States, the
demand for such labor could grow.
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Central America and the Caribbean countries have a comparative advantage

in the production of coffee and certain tropical products. For most of these
products, these countries compete with Mexico for export markets; the United

States and Canada are import dependent for these products.

Sector integration in terms of ownership

There is little integration of economic units in North American
agricultural production. The principal exception is a heavy integration in
production and ownership of companies marketing processed foods between Canada
and the United States. Canadian and Mexican controls on foreign investment
tend to discourage substantial integration in the production of raw
agricultural products. However, despite such official discouragement, there
is often significant involvement by U.S. nationals in the production of crops
in Mexico for export to the United States. Because of the size and proximity
of the U.S. market, it tends to absorb almost all of many of Mexico's
agricultural exports. However, there are very few products for which Mexican
exports are large enough to supply all of U.S. demand. Except for tropical
products and certain winter fruits and vegetables, Canada and the United
States are mostly self-sufficient in supplying demand for food products.
Mexico supplies the bulk of its own demand for agricultural products, but is

utilizing to an increasing degree some imports in grains, oilseeds, and
certain food stuffs.

Forest Products Sector

Sector coverage

The forest products sector includes SIC category 24, which covers wood
and wood products, and category 26, which covers pulp and paper products.

Sector description by country

United States.——Of the 2.3 billion acres of land area in the United
States, 22 percent is commercial timberlands. Total timber volume in the
United States is about 700 billion cubic feet, of which 450 billion are
softwood and the remainder hardwood.

The West and South account for 65 percent of U.S. commercial forest land
with the bulk of U.S. producers located in or near these areas.

In the U.S. pulp and paper industry there are about 340 pulp mills and
660 paper mills, with a large proportion located in the South. Ten States
account for more than 50 percent of such U.S. production with three States
(Georgia, Alabama, and Louisiana) producing about 20 percent. During 1976-79,
employment in the pulp and paper industry trended upward somewhat and averaged
almost 700,000 workers annually (table III-30).

There are between 20,000 and 30,000 establishments in the United States
producing wood products such as lumber, plywood, or miscellaneous items of
various kinds. 1In part because of lower capital requirements, there are many
more establishments producing wood products than pulp and paper products.
About 90 percent of the value of such wood products, however, are producedlby
about 10 percent of the establishments. Producers are located primarily in
" the West and South with emphasis shifting to the South. Employment rose
during 1976-79 and averaged about 690,000 annually (table III-31).
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Table III-30.--Pulp and paper: U.S., Canadian, and Mexican production, imports,
exports, apparent consumption, ratio of imports to consumption and exports to

shipments, and employment, 1976-79

Country and Item P 1976 C 1977 D 1978 . 1979
United States: : : : :
Production millions of dollars-—-: 35,864 : 38,446 : 41,182 : 46,414
Imports do : 3,204 : 3,449 3,908 : 4,628
Exports do-—--: 2,101 ¢+ -2,002 : 1,911 : 2,427
Apparent consumption do : 36,967 : 39,893 : 43,179 : 48,615
Ratio, imports to consumption-------- percent--: 9 : 9 : 9 : 10
Ratio, exports to shipments do : 6 : 5 5 @ 5
Total employment 1,000 workers——: 676 : 699 : 699 : 707
Canada: : . : : :
Production millions of dollars—--: 8,364 : 8,828 : 10,075 : 11,555
Imports do s 281 : 245 @ 243 286
Exports do s 4,442 4,660 : 4,991 : 6,247
Apparent consumption do : 4,203 : 4,413 5,327 : 5,594
Ratio, imports to consumption-——-——--- percent——: 7 : 6 : 5 : 5
Ratio, exports to shipments do--—-: 53 : 53 : 50 : 54
Total employment 1,000 workers——: 2/ 158 : 2/ 161 : 2/ 171 : 2/ 176
Mexico: - ' : : : :
Production millions of dollars--: 500 : 558 610 : 2/ 850
Imports do : 228 : 319 : 207 : 2/ 248
Exports do : 1: 1: 1 : 2/ 1
Apparent consumption do———-: 727 : 876 : 816 : 1,097
Ratio, imports to consumption—-—------- percent——: 31 : 36 : 25 : 23
Ratio, exports to shipments do~-—: 3/ : 3/ : 3/ : 3/
Total employment 1,000 workers—-: 4/ : 4/ : 4/ : 4/

1/ Production values are based on quantity figures.
2/ Estimate. '

3/ Less than 0.5 percent.

4/ Not available.

Source: Based on official statistics of the U.S. Department of Commerce, and the Food
and Agriculture Organization of the United Nations, except as noted.
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Table III-31.--Wood products: U.S., Canadian, and Mexican production, imports,

exports, apparent consumption, ratio of imports to consumption and exports to

shipments, and employment, 1976-79

Country and Item ‘1976 ¢ 1977 P 1978 ¢ 1979
United States: : : s s
Production 1/ millions of dollars--: 32,808 : 38,806 : 44,701 : 48,305
Tmports - , do--——: 1,839 : 2,562 : 3,672 : 4,014
Exports do s 1,913 ¢ 1,878 : 2,058 : 3,025
Apparent consumption do : 32,734 : 39,490 : 46,315 : 49,294
Ratio, imports to consumption—-------- percent--: : 6 : 7 : 8 : 8
Ratio, exports to shipments do $ 6 : 5 5 : 6
Total employment 1,000 workers—-—: 606 : 642 755 766
Canada: : : : :
Production 1/ millions of dollars--: 11,552 : = 14,882 : 18,340 : 19,491
Imports i do : 352 : 318 : 343 451
Exports—-—- : do-—--: 1,800 : 2,487 : . 3,160 : 3,795
Apparent consumption do : 10,104 : 12,713 : 15,523 : 16,147
. Ratio, imports to consumption-------- percent——: . 4 3 3 2 3
Ratio, exports to shipments ‘ do : 16 ¢ 17 17 20
Total employment 1,000 workers—-: 2/ 214 : 2/ 246 : 2/ 310 : 2/ 310
Mexico: : : : :
Production 1/ millions of dollars—-: 1,073 : 1,292 : 1,563 : 1,705
Imports ' do : 31 13 : .13 : 3/
Exports do : 2 : 3: 3: 3/
Apparent consumption do : 1,102 : 1,302 : 1,573 : 3/
Ratio, imports to consumption—-——==--- percent—-: 3 : -1 1: 3/
Ratio, exports to shipments do : 4/ : 4/ : 4/ 3/
Total employment 1,000 workers—-: 3/ : 3/ : 3/ : 3/

1/ Based on quantity figures.
2/ Estimate. ,
E] Not available.

4/ Less than 0.5 percent

Source: Based on official statistics of the U.S. Department of Commerce, and the Food
and Agriculture Organization of the United Natioms, except as noted.
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‘ Consumption of forest products is estimated to have been about $98
billion in 1979 (table III-32). Wood products and pulp and paper products
each accounted for about 49 billion dollars' worth of such consumption for
that year. U.S. production of forest products was about $95 billion in 1979,
of which $48 billion were wood products and $46 billion were pulp and paper.
In 1979 imports of forest products were valued at $8.6 billion, 1/ and exports
at $5.5 billion. 2/ Most of the difference between imports and exports lies
with pulp and paper products of which $4.6 billion were imported in that year,
compared to exports of $2.4 billion. -

"A major factor influencing the U.S. forest products industry is the
variable and cyclical pattern of demand by the housing industry for many wood
products. The uncertain nature of this pattern tends to limit expansion of
the U.S. industries producing such articles (particularly lumber and plywood).

Currently, the pulp and paper industry is expanding, particularly in
newsprint capacity. Capital needs required for expansion by the U.S. pulp and
paper industry characteristially are heavy, amounting to more than $5 billion
in 1980. Capital needs in the U.S. wood products industry, on the other hand,
are considerably lower, less than half the amount required by the pulp and
paper industry. The capital required to construct a modern pulp or paper mill
generally is much higher than that for a lumber or plywood mill of comparable
size. High energy consumption and rising energy costs have not constricted
the forest products industry nearly as much as such costs have in many
other U.S. industries. Many forest product mills are producing much of their
energy needs by utilizing the wastes generated by their production processes.
Some mill complexes are not only largely energy self sufficient, but are able
to sell excess power from time to time to local utility companies.

Much of the timber sold in the United States originates from the 100

million acres under management by the U.S. Forest Service. Of the
approximately 90 billion board feet usually procured from all sources, about
10 to 12 billion (nearly all of which is softwood) is procured from natiomal

forests. With the expected increase in future demand for wood and pulp and
paper products, higher yields will be needed from privately owned woodlots
since the harvest from national forests is limited to between 10 and 12
billion board feet per year. It is expected that Federal and State incentive
'plans may be needed to help private woodlot owners meet this demand.

Other factors affecting the forest‘products climate are intensive
competition among the various producers of forest products for timberlands,
the increased pressure on forest lands to supply fuel to help alleviate the
energy crisis, and the U.S. restriction which prohibits the export of logs
from national forests west of the 100th meridian.

The overall health of the U.S. forest products industry relative to other
U.S. industries is good. The U.S. industry is also competitive worldwide and
is the world's leading producer and exporter of a number of forest products.

Canada.—Canada has 588 million acres of commercial timberland, 18
percent more than the United States, with more than 600 billion cubic feet of
timber on inventoried lands. An additional volume of timber exists in Canada

on remote uninventoried lands.

1/ Valued ét F.0.b. country of origin.
2/ Valued at f.a.s. U.S. port of export.
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Table III-32.--Forest products: U.S., Canadian, and Mexican production, imports,
exports, apparent consumption, ratio of imports to consumption and exports to
shipments, and employment, 1976-79

Country and Item ;1976 1977 1 1978 1 1979
United States: : : : :
Production 1/ millions of dollars--: 68,672 : 77,252 : 85,883 : 94,719
Imports do : 5,043 : 6,011 : 7,580 : 8,642
Exports——- do : 4,014 : 3,880 ¢+  -3,969 : 5,452
Apparent consumption do : 69,704 : 79,383 : 89,494 : 97,909
Ratio, imports to consumption--—-—-—-——- percent--: 7 : 8 : 9 : 9
Ratio, exports to shipments -do : 6 : 5 5 3 6
Total employment 1,000 workers——: 1,282 1,341 : 1,454 : 1,473
Canada: ' : : ] : :
Production 1/ millions of dollars—: 19,916 : 23,710 : 28,415 : 31,046
Imports do H 633 : 563 : 586 : 736
Exports : do s 6,242 : 7,147 8,151 : 10,042
Apparent consumption do : 14,307 : 17,126 : 20,850 : 21,740
Ratio, imports to consumption—------- percent—-: 4 2 3 3: 3
‘Ratio, exports to shipments -do : 32 : : 30 : 29 : 32
Total employment 1,000 workers--: 2/ 372 : 2/ 407 : 2/ 481 : 2/ 486
Mexico: ' : : : :
Production 1/ ~--millions of dollars--: 1,573 : 1,850 : 2,173 = 2,555
Imports do : 259 : 332 : 220 : 3/
Exports do : 3: 4 4 3/
Apparent consumption do : 1,829 : 2,178 : 2,389 : 3/
Ratio, imports to consumption-—--—---- percent——: C14 15 ¢ 9 : 3/
Ratio, exports to shipments do : 4/ : 4/ : 4/ : 3/
Total employment 1,000 workers——: 3/ : 3/ : 3/ : 3/

1/ Based on quantity figures.
2/ Estimate. .

3/ Not available.

4/ Less than 0.5 percent

Source: Based on official statistics of the U.S. Department of Commerce, and the Food
and Agriculture Organization of the United Nations, except as noted.
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The provinces of Quebec, Ontario, and British Columbia are the leading
forest products producers with Quebec leading in pulp and paper products. In
regard to pulp and paper, Canada has 120 pulp mills and 114 paper mills with
Quebec and Ontario accounting for more than half of these totals. Employment
in the Canadian pulp and paper industry has been rising and is now estimated
at about 175,000.

British Columbia is by far the most important manufacturer of wood
products, accounting for nearly half of the Canadian output of such products.
In 1979, the total number of producers of wood products of all kinds in Canada
was estimated to have been about 10,000, with about 310,000 employees.

Canadian forest products consumption is estimated to have totaled $22
billion in 1979. 1In dollar terms, almost three times more wood products than
pulp and paper products are consumed in Canada.

Canadian imports of forest products averaged $630 million during 1976-79,

and were $736 million in 1979. Imports account for only 3 percent of Canadian
consumption of forest products. Canadian exports were more than $10 billion
in 1979, equaling 32 percent of production.

As prices of timber and timber products climb relative to competing
products, more Canadian timberlands will become economically accessible, thus
contributing to the expansion of the industry. New technology will also
enable the industry to better utilize small logs, thus increasing its fiber
base.

Many of the Canadian factors of production are similar to those in the
United States, but on a smaller scale. Capital expenditures in the Canadian
pulp and paper industry were about $1.5 billion in 1980 with capital needs in
the wood products industry being met with less than $500 million.

A number of U.S. and Canadian forest product firms have ownership in
common, particularly the large fully integrated companies.

The Canadian forest products industry, which looms very large in the
economy of Canada, enjoys both large forest reserves and low stumpage prices
from public lands. 1/ The health of the industy is excellent in relation to
other industrial sections of the Canadian economy. Canada is the world's
leading exporter of forest products as well, substantially exceeding the level
of U.S. exports, and should maintain this position well into the future.

Mexico.—Mexico has about 109 million acres of forest lands, of which
about 37 million acres are pine timber, 27 million of tropical jungle, and the
remainder temperate hardwoods and chaparral vegetation.

Mexico has approximately 1,000 establishments manufacturing wood
products, most of which are sawmills. There are 53 paper mills and 24 pulp
mills,

Consumption of forest products is estimated at $2.4 billion for 1978, of
which $1.6 billion was wood products and the remainder, pulp and paper
products.

1/ Stumpage prices are the prices paid for standing timber.

86



87

Mexico imported 220 million dollars' worth of forest products in 1978,

nearly 10 percent of its total consumption. Pulp and paper products accounted
for $207 million, or 94 percent of total forest products imports. Mexican
exports of forest products are minor, accounting for less than 1 percent of
production in 1978.

The forest products industry in Mexico has not developed to the potential
that could be expected from the nature and extent of its forest lands. This
is due in part to the ownership patterns of the land which prevent companies
from utilizing much of the resource. 1/ 1In addition, there is a lack of

trained professional foresters, pulp and paper and wood products
technologists, as well as a shortage of capital. As a result, production is

well below optimum levels.

A United Nations study reports that Mexico has the potential to rank
sixth in world forest products output. The Government of Mexico is aware of
the under-utilized resources and is taking a number of steps to improve the
situation through a variety of industry incentives.

Comparison of sectors within each North American country

The United States is clearly the leading producer of forest products
among the three major North American countries, accounting for 74 percent, by
value, of such production in 1979, Canada for 24 percent, and Mexico the
remaining 2 percent. Mexico is particularly deficient in the production of
pulp and paper, accounting for only 2 percent of the value of its total
production of all forest products in 1979.

Transporting forest products is not a major barrier to trade within North
America. 1In relation to other bulk commodities, forest products generally

have a fairly high value making long-distance transportation feasible.

Labor and energy unit costs vary somewhat among the North American
countries; the United States having the highest unit costs, with Canada and
Mexico enjoying somewhat lower costs. The United States in part counters
these higher costs with an extensive base of forests with shorter growing
cycles than Canada's, and with a technological level above that of Mexico and
comparable to that of Canada.

Extent of North American integration in the sector

The forest products industry in North America is dominated by a few large
multiproducts companies, many of which have interests in both Canada and the
United States. Such companies generally are both vertically and horizontally
integrated, many having interests in more than one country. The largest
companies are completely integrated, with facilities for the harvest of raw
materials through the production of the final product, be it a wood or pulp
and paper product, or both. In addition, there are many smaller business
establishments which primarily produce wood products in each of these three
countries.

There is considerable trade in forest products between Canada and the

United States, of which most flows duty free from Canada to the United
87

1/ In 1976, 40 percent of forestry acreage in Mexico was located within
ejido areas, 30 percent within similar communal areas, 10 percent within state
forests, and 20 percent within private holdings. The ejido is an institution,
which was created by the Mexican Revolution of 1910, guaranteeing the use of
the land to the peasant working it directly and giving him ownership of the
product but not of the land itself.
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States. Trade with Mexico is slim when compared with that between Canada and
the United States. Again, land ownership patterns have hindered the
development of a modern forest products industry. This factor has limited the
expansion of U.S.-based companies into Mexico; there are a few, however, which
have ventured into Mexico in an attempt to develop the under utilized :
resources.

The United States and Canadian exports of forest products are quite
large. Although Canada's major market is the United States, large amounts of
forest products are exported by both countries to Japan and Europe. Mexico
exports only a small amount of such products compared with that of the United
States or Canada and is not a factor in world trade.

Textiles and Apparel

Sector coverage

This sector analysis covers textile mill products classified in SIC
category 22 and apparel in SIC category 23.

Sector description by country

United States.—U.S. consumption of textiles and apparel increased
annually from $73.5 billion in 1976 to $97.6 billion in 1979 (table III-33).
The value of U.S. imports rose from $4.9 billion to $7.2 billion in the same
period at an average annual growth rate of 14 percent. The value of exports
increased from $2.3 billion to $3.8 billion at an annual rate of 18.4 percent.

Textile industry.--There are about 4,800 textile mills in the United
States; more than half have less than 100 employees. The largest number of
mills are concentrated in the Southeastern States, especially the Carolinas
and Georgia. In 1973 the textile mill products industry employed 1.0 million
persons, the highest number since 1970, but by 1979, employment had dropped to
856,000. Productivity, however, increased annually by 4.6 percent. Average
hourly earnings also increased from $3.85 in 1976 to $4.55 in 1979. Payroll
costs amounted to 54 percent of the value added in 1979.

Semiskilled workers, most of which have been trained by the hiring
establishments, dominate the U.S. textile industry. Capital expenditures for
new plant and equipment were estimated at a record $1.4 billion in 1979, up 5
percent from 1978. Approximately 10 percent of these expenditures were
necessary in order to comply with Federal regulations, especially in the area
of environmental and health and safety requirements. Much capital equipment
in the textile industry has been modernized, but large segments still retain
machinery as much as 20 years old. Raw materials are readily available and
obtained competitively from manmade, cotton, and wool fiber producers. Energy
and transportation costs are low and seldom exceed 10 percent of the costs of
production.

With the exception of 1978, the trade balance in textile mill products
experienced a surplus during 1974-79. Much of the 1979 export expansion is
due to the 60-percent increase in demand from Canada and Western Europe for
manmade-fiber yarns, cotton corduroy, and blended fabrics. With an expandi
export market and increased productivity, the industry hopes to achieve an
improved return on equity. Currently, less than 25 percent of the leading
publicly held textile companies achieve a return on equity of 15 percent or
more.
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Table III-33.--Textiles and apparel: U.S., Canadian, and Mexican production, imports,
exports, apparent consumption, ratio of imports to

shipments, and employment, 1976-79

consumption and exports to

Country and Item Po1976 i 1977 G 1978 D 1979
United States: . s : , : .
Producers' shipments—---millions of dollars—: 70,888 : 80,957 : 87,370 : 94,126
Imports do : 4,882 : 5,415 ¢ 7,045 : 7,229
Exports do : 2,289 : 2,381 : 2,624 : 3,801
Apparent consumption do : 73,481 : 83,991 : 91,791 : 97,554
Ratio, imports to consumption-—----—- percent—: 7 : 6 : 8 : 7
Ratio, exports to shipments do : 3: 3: 3: 4
Total employment : 1,000 workers—-: 2,127 : 2,211 : 2,218 : 2,189
Canada: i v : : s : :
Producers' shipments——---millions of dollars—-: 5,901 : 6,255 : 7,475 ¢ 8,562
Imports do : 1,760 : 1,600 : 1,645 : 2,035
Exports: do H 259 : 268 : 310 417
Apparent consumption do : 7,402 : 7,587 : 8,810 : 10,230
Ratio, imports to consumption--—--=-=--= percent——: 24 2 21 : 19 : 20
Ratio, exports to shipments --do : 4 3 4 4 5
- Total employment - 1,000 workers—: 194 : 181 185 : 188
Mexico: ‘ , : : o s - s
Producers' shipments 1/--millions of dollars—: 4,661 : 4,416 : 4,973 : 5,937
Imports 1/ : do : 96 : 70 :. 80 : 2/ 105
Exports 1/ do : 106 : 93 83 : 2/ 83
Apparent consumption do : 4,650 : 4,393 : 4,970 : 5,959
~ Ratio, imports to consumption-——=-——=-=-- percent—: 2 : 2 2 2
Ratio, exports to shipmentg——==—=——- -percent——: 2 : 2 : 2 : 1

1/ Does not includé exports to the United States under TSUS item 807.00 which amounted to
$205 million in 1976, $204 million in 1977, $157 million in 1978, and $170 million in 1979.

2/ Estimated from U.S. imports from, and exports to, Mexico in connection with
Data include

information received from the Mexican Trade Consulate in the United States.

estimated imports from and exports to countries other than the United States.

Source: Official statistics and other sources of the Govcernments of the United States,

Canada, and Mexico.
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Apparel industry.--More than 21,000 establishments manufactured apparel
in 1980, about 2,000 fewer than in 1967. Of these firms, less than 20 percent
have 100 or more employees. More than 10,000 establishments are concentrated
in New York, Pemnsylvania, and New Jersey; however, many have been shifting in
recent years to the Southern States for a variety of economic incentives. The
apparel industry employed 1,313,100 in 1979, 21,100 less than in 1978, and it
ranks sixth among all industries in terms of manufacturing employment. Hourly
wages increased from $3.52 in 1976 to $4.22 in 1979.

The apparel industry is highly labor intensive; more than half of the
costs of production is accounted for by workers' wages. Like the textile
industry, most workers are semiskilled and trained by the hiring
establishments. Capital expenditures declined from about $60 million in 1976
to about $50 million in 1979; this represents slightly more than 1 percent of
sales. The apparel industry has not made as much progress as the textile mill
industry in developing more productive and efficient machinery. As a result,
large segments of the apparel industry use old but serviceable machinery that
may be more than 20 years old. Raw materials are relatively inexpensive and
readily available; most are still purchased from yarn or fabric producers or
other textile manufacturers. Energy and transportation costs are low and
account for less than 10 percent of the costs of production.

From 1976 to 1979 the value of apparel imports increased almost 60
percent, from $3.3 billion to $5.1 billion, while the value of exports almost
doubled from $0.4 billion to $0.8 billion. U.S. domestic shipments showed
slower growth, increasing by about one-third from $35 billion in 1976 to $47
billion in 1979. The U.S. apparel industry has been increasing its
productivity about 2 percent annually in recent years. While these
improvements increased the price competitiveness of U.S. producers compared
with that for apparel produced in other developed countries, it is not nearly
sufficient to close the price gap with the developing countries. U.S.
producers compete vigorously with each other within the U.S. market. This has
caused apparel prices to increase at a slower rate than most other consumer
products. Such competition has had a dampening influence .on wage rates and
profitability, and is encouraging consolidation of smaller companies into
larger, diversified firms.

Government action.—The most important Government activity relating to
the U.S. textile and apparel industries is its trade agreements program in
conjunction with the Multifiber Arrangement (MFA). The MFA provides the
international legal framework for a series of bilateral agreements between the
United States and the textile- and apparel-exporting countries 1/ which
restrict imports into the United States. Approximately 80 percent of all U.S.
textile and apparel imports are subject to control under the bilateral
agreements. The United States has a bilateral agreement under the MFA with
Mexico which is effective through December 31, 1981. Under this agreement,
exports of most textile mill products and apparel from Mexico to the United
States are subject to limitations. The United States also has bilateral
agreements under the MFA with Costa Rica, the Dominican Republic, and Haiti
which limit their exports of certain textile and apparel products to the
United States.

Government efforts to help the domestic textile and apparel industries
include the promotion of an export expansion program and activities to
encourage innovation and productivity in the apparel industry. 90

1/ China and Taiwan are also subject to restrictions but are not members of
the MFA.
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Canada.-~There are approximately 3,000 establishments manufacturing
textiles and apparel in Canada. These establishments are concentrated in the
provinces of Quebec and Ontario. 1In 1979, the industry employed 188,000
workers, 6,000 less than in 1976.

Apparent consumption of textiles and apparel increased at an average
annual rate of 11.4 percent, from $7.4 billion in 1976 to $10.2 billion in
1979. 1Imports' share of this market decreased slightly during the period,
from 23.8 percent in 1976 to 20.4 percent in 1979. This decrease was
primarily due to the imposition of quotas on certain textile and apparel
products. Canadian exports of textiles and apparel remain small at about 5
percent of domestic shipments and 4 percent of domestic consumption.

The Canadian textile industry is a skilled, highly efficient industry,
which is technologically competitive with its counterpart industries in other
developed nations. This industry is fortunate in that it has access to a
relatively secure and abundant supply of energy and raw materials required in
the manufacturing of textile products. The Canadian apparel industry utilizes
the latest technology available in the manufacturing of clothing in an effort
to offset its high. labor intensity.

The Canadian Government has taken protective measures to control imports
of textiles and apparel into their domestic market. In November 1976, Canada
imposed global quotas on a number of textile products, by invoking article XIX
of the General Agreenment on Tariffs and Trade. In 1978, these quotas were
replaced by a series of extended coverage bilateral agreements with countries
which are signatories to the MFA as well as with China and Taiwan.

Since the imposition of import controls in 1976, the industry has been in
a period of economic revitalization, which thus far has resulted in fewer, but
stronger firms. These firms hope to recapture gradually a larger share of
their domestic market by continuing to be as technologically efficient as
their competition in other developed markets, and by re-investing earned
profits in their industry. If they become fully integrated and increase their
domestic market share, they will seek to expand internationally. As a result
of the imposition of quotas and their revitalization efforts, the industry has
significantly improved its profitability, as measured by after-tax profits on
owners' equity. This financial indicator rose from 4.5 percent in 1976 to
about 9.4 percent in 1979. This large increase has brought the textile and
apparel industry financially to about the same level as all Canadian
manufacturing industries for 1979.

Mexico.--Mexican Government sources report more than 500,000 workers in
textile and apparel industries, employed in approximately 10,000
establishments. However, the International Labor Organization reports only
55,000 employees. On the basis of output per employee, it is likely that a
figure somewhere between is reasonable for factory employment, with additional
large numbers employed in cottage industry environments. Most production
facilities are located in central Mexico around the capital, Mexico City.
Other important centers are in Guadalajara, Monterey, Pueblo, and along the

U.S. border.
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Mexico's consumption of textiles and apparel increased from $4.6 billion
in 1976 to almost $6.0 billion in 1979. Imports and exports of these products
have been less than 3 percent of consumption during 1976-79. In 1976, imports
were valued at $96 million and increased to $105 million in 1979. Exports
exceeded imports during 1976-78, but this pattern was reversed in 1979, as
~exports declined steadily from $106 million in 1976 to $83 million in 1979.
Much Mexican apparel imported from the United States is further processed in
Mexico and shipped back to the United States; these exports ranged from $157
million in 1978 to $205 million in 1976 and were $170 million in 1979. 1/

Mexico produces primarily average or low-priced textiles and apparel
which generally require unskilled and semiskilled workers. Generally, little
capital is necessary to establish these textile and apparel operations. Since
Mexico does not have large capital resources but does have an excess of labor,
establishment of these industries is desirable, especially from an employment
standpoint. Raw materials to make textiles and apparel are readily available
domestically at competitive prices. Growth in these industries, however, is
hampered by a low level of modern equipment, low capital investment, many
small- and medium-sized producers, and low per capita consumption.

Government objectives for the textile and apparel industries are to
increase employment and productivity, to lower prices, to increase quality, to
increase competition, and to promote and expand exports. The Government
‘assists in the accomplishment of these objectives with production and export
incentive policies and import control measures. It stimulates industry and
promotes exports by using Govermment-owned banks which lend money to domestic
manufacturers and provide financial guarantees on Mexican exports. The
predominant import control measure is a strict licensing policy administered
by the Mexican Department of Commerce, which issues permits on the basis of
product demand and market sensitivity of domestically made products.

In general, the ability of the domestic textile and apparel industries'
ability to supply the growing Mexican market and to compete in export markets
has declined in the last few years because production and productivity have
not grown as fast as local demand. Exports are being encouraged but are not
expected to increase much because of the need for textiles and apparel within
the country.

Central America and the Caribbean

The countries of Central America and the Caribbean have a lower level of
textile consumption, production, and trade than that of the United States,
Canada, or Mexico. Annual per capita consumptlon of textile fibers in the
Central American and Caribbean countries is less than 7 pounds compared to
approximately 15 for Mexico, 30 for Canada, and over 50 for the United
States. The region benefits from low labor costs, overall sufficiency in
cotton fiber, and proximity to the large North American markets.

- In addition, proximity to the United States helps the Caribbean and
Central American countries benefit from the provisions of item 807.00 of the
TSUS. Item 807.00 provides that certain U.S. imports of items assembled
abroad from U.S.-made components are dutiable only on the value added. 1In the
case of apparel, the parts are cut in the United States and exported to
various countries where they are sewn and finished. When the completed Ltéﬁ

- .is imported into the United States, it is dutiable on the value added which is

primarily the sewing labor. Thus, duties are considerably lower than if they

1/ These shipments are not reported in official Mexican trade statistics.
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were assessed on the total value of the imported product. Item 807.00 is the
foundation of apparel exports from the Caribbean and Central American
countries to the United States. In 1978, U.S. apparel imports from the
Dominican Republic, Haiti, Costa Rica, and El Salvador were $148 million. Of
that total, $140 million or 95 percent were under item 807.00. The major
807.00 items are brassieres and other body-supporting garments with women's
and children's blouses being next in importance. In 1978, the Dominican
Republic, Costa Rica, Haiti, and El1 Salvador supplied approximately $40
million or one-third of all U.S. imports of body-supporting garments.

Despite the benefits available through the use of item 807.00,
significant growth in the export potential of the textile and apparel
industries is hindered in many cases by lack of services and capital, as well
as the skills to produce fashionable, good quality merchandise in large volume.

Dominican Republic.--There are about 25 establishments with 2,500 workers
making textiles in the Dominican Republic, but over 150 plants with only 2,000
workers manufacturing apparel. The textile plants primarily make yarn and
cotton fabric, and the apparel establishments chiefly produce underwear,
shirts, overcoats, trousers and suits. Most of the establishments are located
near the capital city, Santo Domingo.

Production of textiles and apparel is estimated to have increased from
almost $300 million in 1975 to about $360 million in 1980. Imports were over
$25 million in 1978 and about $30 million in 1979. Exports to the United
States increased from $48 million in 1978 to almost $75 million in 1979. The
United States is the nation's chief trading partner.

The Government encourages foreign investment; however, the foreign—owned
firm must employ a certain proportion of Dominican nationals. Imports,
including textiles and apparel, are generally restricted or prohibited, but
imports of essential consumer goods are usually exempted from restrictions.
The Dominican Republic currently has a bilateral agreement under the
Multifiber Arrangement with the United States. Under this agreement there are
specific limitations on four categories of apparel (woven cotton shirts;
cotton nightwear; manmade fiber knit shirts and blouses for women, girls, and
infants; and mamnmade fiber brassieres); other categories are subject to
consul tation.

Haiti.--Haiti has approximately 120,000 workers engaged in manufacturing
(which accounts for 13 percent of all domestic production) and of this amount
about 5,000 workers are employed in the textile and apparel industry. 1In
1975, there were about 30 establishments involved in textile mill production
and 100 establishments producing wearing apparel. The minimum wage paid in
the manufacturing sector was $2.20 per day in 1979; wages paid in the textile
and apparel industry are believed to be comparable. The two main items of
textile production in 1976 were woven cotton fabrics at 2.4 million yards and
cordage at 3,243 metric tonms. The cordage industry, however, is declining
because of increased competition of exports from Mexico, Brazil, and eastern
Africa. Major apparel items produced included cotton blouses and slacks for
women, girls, and infants, and brassieres.

Most apparel products manufactured in Haiti are exported with the United

States receiving the majority of such exports. U.S. textile and apparel
imports from Haiti were valued at $56 million in 1979.
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Haiti currently has a bilateral agreement under the Multifiber L.
Arrangement with the United States. Under this agreement, there are specific

limitations on the following products: cotton and manmade fiber playsuits,
cotton and manmade fiber brassieres, mammade fiber hosiery, and manmade fiber
women's coats. Fifteen other categories are subject to consultation.

El Salvador.--The textile and apparel industry in El Salvador employed
approximately 7,000 workers in 1976 (the most recent year for which such data
are available) which accounted for approximately 10 percent of the total
manufacturing work force of 7.6 million. The value of production of the
textile and apparel sector in 1976 was $110 million. The industry makes a
wide variety of textile articles. The principal textile articles produced are
woven fabrics of cotton and of cellulosic manmade fibers (rayon and acetate),
knit undergarments, and socks.

In 1979, the United States imported textile and apparel items from El
Salvador valued at $37.7 million of which $31.1 million was apparel.

In April 1972 the United States and El1 Salvador signed a 5-year bilateral
agreement governing exports of cotton textiles from El1 Salvador to the United
States. 1In 1973 the two governmehts agreed to extend the agreement an
additional 2 years. Because of the limited volume of textile exports from El
Salvador to the United States, the agreement was terminated in July 1976.

Costa Rica.--Exports of textile and apparel items to the United States
from Costa Rica in 1979 were valued at $33 million. Over 99 percent of this
was apparel, with body-supporting garments--chiefly brassieres--accounting for
44 percent of the total.

In September 1980, the United States and Costa Rica entered into a 4-year
bilateral agreement relating to trade in cotton, wool, and manmade fiber
textiles and textile products. The only items exported from Costa Rica to the
United States subject to specific restraints under this agreement are manmade
fiber brassieres and other body-supporting garments.

Comparison of sectors within each North American country

As a separate market for textiles and apparel within North America, the
United States is 10 times larger than the second ranking market; it consumed
almost 100 billion dollars' worth of these products in 1979, while Canada
consumed only 10 billion dollars’ worth. Mexico ranked third with a $6
billion market in 1979. The United States employed more workers per
establishment than either Canada or Mexico, averaging about 80 workers per
plant in 1979, while Canada averaged about 60. The U.S. output per
establishment amounted to $3.9 million in 1979, and Canada, $2.9 million.

Technology in textiles and apparel in the United States is among the most
advanced in the world. Canadian technology in textiles and apparel is also
high, as considerable modernization of textile and apparel establishments has
also been undertaken in recent years. Mexico lags behind the United States
and Canada in the application of technology and has a relatively low level of
modernized equipment in its textile and apparel plants.
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The United States, Canada, and Mexico have abundant and readily available
raw materials to produce textiles and apparel. 1In addition, Mexico has many
unskilled and semiskilled workers which are necessary for many segments of the
textile and apparel industries. U.S. and Canadian workers are high priced,
but their special skills and productivity help produce quality textiles and
apparel for internal and external consumption. Also, owing to the shortage of
credit in Mexico discussed earlier, Mexican textile and apparel manufacturers
do not always have access to the large sums of capital available to the U.S.
and Canadian industries, and thus have been hampered in their efforts to

expand or become more efficient.

Domestically produced textiles and apparel in the United States and
Canada are competitive in price but are generally priced higher than imports.
In Mexico, domestically produced textiles and apparel are often lower in price
and quality than those of Canada and the United States.

Extent of current North American integration in the sector

Some U.S. firms have interests in textiles and apparel production in
Canada and Mexico. A very small number of Canadian companies have
subsidiaries or interests in the United States. Even fewer Mexican firms have
interests in textile and apparel production outside their country. Textile
and apparel firms in the other North American countries have little, if any,
manufacturing interests in foreign nations.

Coproduction (parts produced in one country and assembled in another) of
textiles and apparel exists in significant quantities along the U.S.-Mexican
border. Here the principal products assembled in Mexico include
body-supporting garments, women's, girls' and infants' apparel, and men's and

boys' apparel.

Textile and apparel sales markets are supplied principally by domestic
production in the United States, Canada, and Mexico. The markets of some of
the other North American countries (especially the Central American republics
and a few of the larger Caribbean island nations) are also supplied mainly by
domestic manufacturers, but many of these nations obtain most of their
textiles and apparel from the United States, the United Kingdom, or France.
The United States is the principal import supplier to Canada and Mexico. In
1979, Mexico and Canada ranked 7th and 16th, respectively, as suppliers to the
U.S. market. Much of the Mexican shipments to the United States entered under
TSUS item 807.00; 1/ most other textile and apparel exports to the United
States are subject to limitations under the MFA.

During 1974-78, the value of apparel imports into the United States
increased 140 percent to $4.8 billion in 1978, or 13 percent of the U.S.
market. Of the 1978 total shipments valued at $40 billion, the value of
exports was less than 2 percent, or $551 million. Of that amount, $250
million, or 45 percent, was attributable to industry's use of the TSUS item
807.00 provision. In 1978, Hong Kong, Korea, and Taiwan together supplied 58
percent of the imports to the United States. Measured from 1971, the year in

1/ Item 807.00 provides that imports assembled in foreign countries
incorporating U.S.-made components are dutiable at full value less the value

of the U.S.-made component.
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which the first multifiber bilateral agreements were affected, the increase of
imports in equivalent square yards was from 2,098 million to 2,671 million in
1979, representing an annual growth rate of 2.7 percent. The Index of
Industrial Production indicates U.S. apparel productlon increased 4 percent
during 1976-79. The ratio of imports to consumptlon for apparel shows an
increase from 12.2 percent in 1976 to 14.8 percent in 1979.

The latest figures for the total apparel industry show capital
expenditures of $60.1 million in 1976 and $43.1 million in 1977; this
represents slightly more than 1 percent of sales. The larger diversified,
publicly held apparel firms have higher rates of 1nvestments which may equal 2
percent or more of sales.

Apparel industry sales have increased at a decreasing rate in the 1976-79
period--13 percent in 1976; 7 percent in 1977, and 5 percent in 1978. Since
annual unit growth for both the public and private apparel firms has been
estimated at 1 to 2 percent, the compounded annual increase of 11.8 percent
from 1975 to 1979 for. the 84 largest public apparel companies demonstrates
that the larger public corporations are tak1ng over a larger share of the
market.

Petroleum

Sector coverage

The petroleum sector is defined, for purposes of this analysis, to
include crude petroleum and natural gas production, and refining, including
petroleum products. The appropriate 4-digit SIC numbers are 1311 (Crude
Petroleum and Natural Gas), 1321 (Natural Gas Liquids), and 2911 (Petroleum
Refining).

Sector description by country

United States.--The petroleum sector is composed of approximately 5,950
companies, of which the major portion are engaged in exploration and
development activities. Out of this total number of companies, about 100 are
in the refining business, with each company owning one or more ref1ner1es, for
a total of 311 refineries. ~

The production and refining of crude petroleum and the production and
proce331ng of natural gas are centered in the gulf coast area. However, there
is significant production in other areas of the country, including Alaska,
Callforn1a, Oklahoma, and Wyoming. Some refineries are also located in or
near major consumption centers such as Chlcago, Los Angeles, and the Middle
Atlantic and New England regions.

Approx1mate1y 631,000 people are employed in all segments of the
petroleum sector. The largest number of employees in any one segment, except
~ for those in the production and refining segments, are engaged in retail trade

at the service station level. Other segments include wholesale trade,
transportatxon, and lubricants production. The value of the U.S. petroleum
sector's producers' shipments increased from $102 b11110n in 1976 to $179
billion in 1979 (Table III-34). . 2
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Table III-34.-—Petroleum: U.S., Canadian, and Mexican productlon,,lmports,
- exports, apparent consumption, ratio of 1mports to consumptlon and exports to
shipments, and employment, 1976-79

Country and Item . loze 7 1977 f 1978 P 1979
United States: : e T E
Producers' shipments-——--millions of dollars—: 101,816 : 117,477 : 126,011 : 179,25]
Imports - ; do ¢ 33,719 ¢ 25,018 : 39,157 : 55,72¢
Exports do : 667 : 760 : 1,092 :  1,26¢
Apparent consumption do s 134,868 : 141,735 : 164,072 : 233,71°¢
Ratio, imports to consumption----=---percent--: 25 18 ¢ 24 2
Ratio, exports to shipments do 3 1: 1: 1: ]
Total employment 1/ 1,000 workers——: 2/ 530 : 2/ 550 : 593 : 631
' Canada: : : K : 2
Producers' sh1pments—----m11110ns of dollars—: 13,390 : 14,875 16,529 : 18,365
Imports do : 5,376 : 5,279 : 7,068 : 8,737
‘Exports do s 4,533 :+ 4,213 : 3,785 ¢ 5,97
Apparent consumption do H 14,233 : 15,941 :+ 19,812 : - 21,12:
Ratio, imports to consumption-—=-----percent—-3 38 : 33 : 36 ¢ 4]
Ratio, exports to shipments do N 34 : 28 ¢ 23 : 3:
Total employment 1/ . 1,000 workers——:. 2/ 73 2/ 75 : 2/ 78 ¢ 2/ 8C
Mexico: : o T . s T T : _

Producers' shipments—---millions of dollars—: 4,942 : 8,376 : 8,923 : 14,70C
Imports - do : 327 ¢ . 157 ¢+ = 3/ : 3/
Exports do : - 682 : 3,623 - 3/ : 3/ -
Apparent consumption : do : 4,587 : 4,910 : 3/ s 3/
Ratio, imports to consumpt10n- ------ percent : 7 : 3: 3/ . : 3/
Ratio, exports to shipments do : 14 : 43 : 3/ . : 3/
Total employment 4/ 1,000 workers—: 2/ 126 : 2/ 128 : 2/ 129 : 2] 130

1/ Crude petroleum and natural gas production, and petroleum refining.
2/ Estimated.

3/ Not available.

4/ PEMEX.

Source: . U. S Department of Commerce, U.S. Department of Energy, Statistics Canada,
Petroleos Mexicanos, Industry sources.
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Apparent consumption of petroleum in the United States coneists
essentially of production plus imports, because exports are relatively
insignificant. Crude petroleum makes up the major share of imports; far fewer
petroleum products 1/ are imported, and less than 10 percent of the domestic
consumption of natural gas is imported. The value of the petroleum sector's
apparent consumption increased each year from 1976 through 1979, rising from
$135 billion in 1976 to $234 billion in 1979.

U.S. petroleum trade consists principally of imports of crude petroleum
from the Organization of the Petroleum Exporting Countries (OPEC). Leading
OPEC sources include Saudi Arabia, Nigeria, Venezuela, Libya, and Algeria.
Other U.S. sources of crude petroleum include Canada and Mexico. From 1976
through 1979, the ratio of the dollar value of petroleum sector imports to
exports varied between a low of 27 percent and a high of 33 percent. 1In 1979,
U.S. imports were valued at more than $59 billion while exports were valued at
less than $2 billion. ~

The United States possesses, to a degree, all of the factors necessary
for the efficient performance of the petroleum sector. The United States'
main weakness is insufficient domestic crude petroleum production to balance
domestic demand, which makes the United States dependent upon imports and
OPEC. This dependence has resulted in continuously increasing prices, general
inflation, and other economic problems.

Price controls on domestically produced crude petroleum and natural gas
have encouraged consumption and reduced production. They have also afforded
U.S. industries that use significant quantities of petroleum and natural gas
some cost advantage in the export market. However, price controls on crude
petroleum are to be removed in 1981, while natural gas prices are to be

decontrolled by 1985.

The business climate of the U.S. petroleum sector is good. However,
price controls and other controls, particularly the rules and regulations
concerning pollution control of the U.S. Department of Energy and the
Envirommental Protection Agency, are reported as costly to the petroleum
sector. The U.S. Department of Commerce reported in early 1980 that the
petroleum industry was expected to spend $1.5 billion on pollution control in
1980 out of an estimated total of $4.5 billion spent by all industry.

The after-tax profit-to-equity ratio of the petroleum sector is around 14
percent, roughly equivalent to the ratio for other manufacturing industries.
In some years the ratio for the petroleum industry has been higher than the
average for all manufacturing industries, while in other years it has been
below the average.

The U.S. petroleum sector's role in international commerce is decreasing
as the governments and national oil companies of foreign producing countries
assume increasingly active roles. Prior to the early 1970's, U.S. petroleum
company affiliates were very active in producing and exporting petroleum from
most of the OPEC countries. Until the early 1950's, the U.S. industry also
exported significant quantities of domestically produced crude petroleum.

1/ Products made from crude petroleum, including such familiar consumer
products as gasoline, heating oil, and lubricating oil.
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Canada.--Canada's petroleum industry, once almost completely foreign
owned, is now about one-quarter owned by Canadian interests. However, at
present, of the top 25 companies producing petroleum and natural gas in
Canada, 19 are still more than one-half owned by foreign interests, and 17 of
these 19 companies are affiliates of U.S.-based multinational firms. Canada
has slightly more than 30 refineries, and an estimated total employment in all
segments of the petroleum industry of 300,000.

The production of crude petroleum and natural gas and the refining of
crude petroleum and processing of natural gas are centered in the Western
Provinces of British Columbia and Alberta. The value of shipments of the
petroleum sector increased from approximately $13 billion in 1976 to more than
$18 billion in 1979. There are refineries located also in the Egstern
Provinces, where Canadian consumption is centered, particularly Quebec and
Ontario. Apparent consumption in the petroleum sector increased each year from
1976 to 1979, rising from $14 billion in 1976 to $21 billion in 1979. Almost
all of the material processed in the Western Provinces is produced in Canada,
whereas a large share of the material processed in the Eastern Provinces is

imported.

In 1979, about 30 percent of Canada's crude petroleum requirements were
satisfied by imports. Canada also exports about 15 percent of its crude
petroleum production principally to the United States. Canada exports
approximately one-third of its natural gas production to the United States;
Japan is the only other significant Canadian export market. Overall,
petroleum sector imports have been larger than exports for the years 1976

through 1979.

Canada has most of the factors of production readily available, although
there are persistent industry reports that foreign capital and technology will
probably be required if Canada is to achieve crude petroleum self-sufficiency
in the next 10 to 15 years. Huge sums of money and advanced materials and
equipment will be needed to explore and develop production of crude petroleum,
especially in those sections of the country with particularly hostile
environments such as offshore and in the far north.

The petroleum sector's business climate, which has been unsettled because
of a dispute over pricing between the Provincial and Federal Governments,
suffered even more as a result of the recent Canadian Govermment's orders for
"Canadianization" of the petroleum industry. The goal of this program is to
obtain by 1990 at least one-half Canadian ownership of all of the functions of
the petroleum industry. The major benefactor of the program would be Petro
Canada, the Govermment-controlled petroleum company, which currently ranks
ninth in size in Canada.

The pricing dispute is the result of disagreement between the Federal and
Provincial Govermments over how fast the prices of Canadian-produced crude
petroleum and natural gas prices should be allowed to rise and to what level.
Canadian prices are now about one-half of world prices; the Provincial
Governments want a rapid rise to world levels, whereas the Federal Government
wants a slower rise to perhaps 85 percent of world levels. There is also
disagreement as to how Federal and Provincial Governments are to share the
increasing revenues.
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The economic health of the industry is good, but obviously would be
better if prices were allowed to rise sharply to world levels and the

producing companies were allowed to retain most of the resulting revenues.
Both the quantity and price of Canada's exports of crude petroleum and natural
gas, principally to the United States, are Federally controlled. An export
tax raises the domestic price of crude petroleum to or above world levels, and
the allotted volume of exports is being gradually decreased. It is possible,
according to the Canadian National Energy Board, that all crude petroleum
exports to the United States could be eliminated in the future.

Mexico.—--Since 1938 there has been but one producer of crude petroleum
and natural gas in Mexico. Petroleos Mexicanos (PEMEX) has a
Government-granted monopoly position in all segments of the industry. Foreign
firms, including U.S. companies, participate on a service contract basis and
cannot share in the ownership or profits of the Mexican industry.

The resources and production of crude petroleum and natural gas in Mexico
are centered in four areas. Natural gas fields lie just below the
Mexican-U.S. border in the Sabinas Basin and the Reynosa and Matamoros areas.
Crude petroleum deposits are principally in the Golden Lane, Chicontepec, and
Reforma fields, all of which lie along the Mexican gulf coast. Mexican
petroleum sector shipments increased rapidly over the years from 1976 to 1979
owing principally to the increased production of crude petroleum. Refining
centers, which numbered nine at the beginning of 1980, are pr1nc1pa11y located
in the area south of Reynosa and north of Salina Cruz, that is, the middle
section of Mexico, which contains many of the country's large population
centers. Apparent consumption in the petroleum sector has not increased as
rapidly as has crude petroleum production because a large fraction of the
production has been exported.

~ Mexico imported significant quantities of crude petroleum as recently as
1974 to meet its domestic requirements. Since then, known reserves have
increased as has production. Although Mexico's consumption has also
increased, Mexico is now a net exporter of crude petroleum. The United States
currently buys about three-fourths of Mexico's crude petroleum exports at
prices slightly above the prevailing OPEC price. The United States also
purchases natural gas from Mexico and periodically discusses the availability
and pricing of additional purchases.

_PEMEX has been limited in the past by inadequacies in certain factors of
production such as skilled labor, technology, and transportation. The Mexican
Government has recognized these inadequacies and is developing programs to
correct them, particularly those deficiencies which cut across industries,
such as transportation. It is very probable that PEMEX may in the future
require foreign technology to develop certain Mexican crude petroleum and
natural gas resources, especially in difficult environments such as those
deposits in deep offshore waters.

. PEMEX, as a Government company, works closely with the Mexican
Govermment, and may at times act in a manner so as to foster Govermment goals,
. even at the sacrifice of profit. PEMEX produces and plans under many
Government rules and regulatlons which may give it certain economic advantages
in feedstock and energy prices. Approximately 130,000 are employed by PEMEX.
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The health of the Mexican petroleum and natural gas industry has improved
since the early 1970's. Increasing production and the resulting export of
crude petroleum at prices equal to or above OPEC prices (although Mexico is
not a member of OPEC) have increased revenues to the degree that there is now
concern in Mexico that increasing revenues should be monitored closely or they
could cause escalating inflation rates and social unrest. However, future
Mexican crude petroleum and natural gas production rates may be curtailed
below those technically feasible, which would reduce the future growth rate of

the Mexican petroleum sector.

Trinidad and Tobago.~-The Republic of Trinidad and Tobago is unique among
the nations in the Caribbean and Central America in that it possesses
commercially attractive deposits of both crude petroleum and natural gas. The
annual production of both crude petroleum and natural gas in Trinidad and
Tobago has recently consistently ranked in volume behind only 6 or 7 other
nations in the entire Western Hemisphere. Trinidad and Tobago also has two
large relatively technically advanced refineries, with a combined annual crude
petroleum distillation capacity that ranks tenth in size in the Western
Hemisphere. Some Western Hemisphere nations, such as the Bahamas and the
Virgin Islands, with larger annual crude petroleum distillation capacities, do
not possess the catalytic cruding and/or reforming capabilities which give
Trinidad and Tobago a greater ability to produce a greater variety of
petroleum products and petrochemical feedstocks.

Comparison of sectors in each North American country

The petroleum industry in the United States is currently larger than the
industries in either Mexico or Canada. However, while Mexico is now a net
petroleum exporter and Canada has set a goal of achieving petroleum
self-sufficiency by the 1990's, many industry analysts believe the United
States will continue to be dependent upon imports and OPEC. This position
would leave the United States more susceptible to OPEC production cuts and
price increases than either Mexico or Canada.

The United States has no Govermnment petroleum company as do both Canada
and Mexico. Therefore, to the degree that a national petroleum company
confers advantages on the nation's petroleum industry, the United States'
industry is at a disadvantage.

The prices of crude petroleum and natural gas are maintained below world
levels in all three countries. Only the United States, however, has definite
plans for decontrolling these prices. And, while prices will rise in Canada,
it is possible they will never be higher than 85 percent of world levels.

Many Canadians believe Canadian industry requires a price advantage to
compensate for higher Canadian construction and operating costs. Very little
detail is available on Mexican and PEMEX pricing policies. However, lower
energy and feedstock prices in Canada and Mexico would give those industries
in both countries using significant quantities of either commodity competitive
advantages over the corresponding U.S. industries in world markets.

Trinidad and Tobago, as a result of its crude petroleum resources, a
relatively technically advanced refining industry, and small population, has
become a significant exporter of crude petroleum and petroleum productsl0! In
1980, Trinidad and Tobago ranked number 4 among Western Hemisphere sources of
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U.S. crude petroleum imports. In addition, Trinidad and Tobago is a source of
petroleum products, including residual fuel oil. Trinidad and Tobago is
emphasizing the domestic use of natural gas which will free additional crude
petroleum and petroleum products in the future for the export market. In
1979, the Trinidad and Tobago Government formed a national energy company to
guide the future development and operations of energy based industries in the
country.

Extent of current North American integration in the sector

Affiliates of U.S. multinational oil companies currently make up the
major portion of the Canadian industry, but this situation should change
drastically in the future as a result of the "Canadianization" of the
petroleum industry. U.S. companies are also active in Mexico, working through
service contracts and similar arrangements that do not entail any ownership of
or profits on the natural gas or petroleum.

Petroleum and natural gas trade takes place between Canada, Mexico, and
the United States, with the major share consisting of U.S. imports from the
other two countries. No North American country refines another North American
country's crude petroleum and returns the products.

The markets in the three countries are essentially independent of one

another. Refineries in each of the countries produce petroleum products for
that country's domestic market, although some minor trade in petroleum
products can occur.

Petroleum trade takes place between Trinidad and other North American
nations, including the United States. The dominant refinery is owned by a
major U.S. oil company while the second refinery is locally owned.

Chemicals

Sector coverage

The chemicals sector covers Standard Industrial Classification (SIC) code
28, Chemicals and Allied Products. In terms of U.S. producers shipments, the
most important subgroup in this class is industrial organic chemicals, which
are predominantly petrochemicals. 1/ Along with cyclic crudes and
intermediates, alkalis and chlorine, and industrial inorganic chemlcals, these
products are used mostly to produce the other groups of products in this
sector such as pharmaceutical preparations, synthetic fibers, toiletries,
plastics materials, paint and other coatings, and soaps and detergents.

The chemical industry is the largest user of energy or energy materials
of all the manufacturing industries; it uses these materials both as fuel and
as feedstock for petrochemicals production.

Sector description by country

United States.--The number of U.S. producing establishments in this
sector was 11,425 in 1972, the latest year for which complete data are
. available. By 1980, this number had increased to an estimated 13,000. The2

1/ For further information, see U.S. International Trade Commission, Study
of the Petrochemical Industries in the Countries of the Northern Portion of
the Western Hemisphere: Final Report on Investigation No. 332-109..., in &4
volumes, USITC publication 1123, January 1981.
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majority of these establishments are fairly small, as shown by the fact that
as of 1977 only 4,431 producing establishments in this sector had 20 or more
employees. The major producing areas are the Middle Atlantic, East North
Central, South Atlantic, West South Central, and California.

Total employment in this sector increased from 850,900 persons in 1976 to
an estimated 902,700 in 1979. During the same period, the average hourly
earnings increased from $6.14 in 1976 to $7.59 in 1979. The largest subgroups
in terms of employment in 1979 were industrial organic chemicals and
pharmaceutical preparations, each with 14 percent of the total.

Apparent U.S. consumption in this sector rose steadily from $98.4 billion
in 1976 to $141.6 billion in 1979, or by 44 percent. U.S. producers'
shipments rose 46 percent during the same period, from $104.1 billion in 1976
to $152.0 billion in 1979 (table III-35).

U.S. exports of $10.8 billion in 1976 accounted for 10.4 percent of
producers' shipments. Exports rose 67 percent to $18.0 billion in 1979, when
they accounted for 11.8 percent of producers' shipments. Exports of chemicals
play an important role in the U.S. balance of trade, accounting for 9.6
percent of the value of total U.S. exports in 1978, and were 2.4 times the
value of chemical imports. From 1974 to 1978 the rate of increase in imports
was greater than that of exports. However, during 1979, this trend reversed,
with exports growing 32 percent compared with an increase of 13 percent for
imports.

U.S. imports of chemicals increased 51 percent from $5.0 billion in 1976
to $7.6 billion in 1979. The share of apparent consumption supplied by
imports rose from 5.1 percent in 1976 to 5.6 percent in 1977, and then
declined to 5.4 percent in 1979.

The increasing cost of fuel, electricity, and feedstocks are major
factors in the production of chemicals. As a result, the greatest price
increases have occurred for petrochemicals. The availability and cost of
transportation of raw materials and energy supplies are also important
factors, which often results in producing establishments being located in
areas close to indigenous natural gas, petroleum, or mineral deposits, in part
to save on transportation costs. The U.S. petrochemical industry uses a
greater proportion of natural gas liquids than other countries' petrochemical
industries because of ready availability; however, this is changing because of
a leveling off of U.S. production of natural gas.

Although the rate of growth for the capital-intensive U.S. chemical
industry is declining, capital expenditures are increasing and are estimated
at $9 billion in 1979, with pollution-control equipment accounting for about 7
percent of the total. The increasing importance of solid-waste disposal will
probably result in even larger capital expenditures in future years.
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Table III-35.--Chemicals: U.S., Canadian, and Mexican production,
exports, apparent consumption, ratio of imports to consumption

shipments, and employment, 1976-79

imports,
and exports to

Country and Item . 1976 . 1977 . 1978 . 1979
United States: : : H s
Producers' shipments—---millions of dollars--: 104,140 : 118,000 : 130,000 : 152,000
Imports ' , do--—: 5,032 : 6,273 : 6,711 : 7,600
Exports - ' do ¢ 10,799 : 11,705 : 13,660 : 18,000
Apparent consumption - do : 98,373 : 112,568 : 123,051 : 141,600
Ratio, imports to consumption-------- percent—-: 5 : 6 : 6 : 5
Ratio, exports to shipments- do : 10 : 10 : 11 : 12
Total employment 1,000 workers—-: 851 : 1/ 880 : 1/ 894 : 1/ 903
Canada: : : : H
Producers' shipments-----millions of dollars—-: 5,785 : 6,053 : 6,660 : 2/
Imports ----do : 2,208 : 2,498 : 2,843 : 3,523
Exports do-—--: 1,560 : 1,837 : 2,300 : 3,333
Apparent consumption do : 6,433 : 6,714 : 7,203 : 2/
Ratio, imports to consumption--—-—----- percent—-: 34 : 37 : 40 2/
Ratio, exports to shipments -do : 27 : 30 & 35 2/
Total employment 1,000 workers--: 79 : 82 : 85 : 2/
Mexico: s S : : :
Producers' shipments—---millions of dollars—-—: 3,465 : 3,070 : 3,668 : 1/ 4,100
Imports - do : 917 : 931 : 1,289 : 1/ 1,670
Exports do : 297 : 315 : 420 = 1/ 445
Apparent consumption do : 4,085 : 3,686 : 4,537 :+ 1/ 5,325
Ratio, imports to consumption-------- percent——: 22 25 : - 35 ¢ 1/ 31
Ratio, exports to shipments do : 9 : 10 : 12 : 1/ 11
1,000 workers—-: 101 : : 129 151

Total employment

118

1/ Estimated. .
2/ Not available.

Source: Data for the United States; compiled from official statistics-of the U.S.
Department of Commerce, except as noted. Data for Canada; production and employment
compiled from Statistics Canada; imports and exports, compiled from U.N. series D trade
quimica Mexicana en 1978,

data. Data for Mexico; compiled from Anuario de la industria

except as noted.

Note.--Data for the United States covers SIC code 28.
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The U.S. chemical industry has been particularly hard hit by Govermment
regulations concerning health and safety and the disposal of waste products.
Of increasing importance is the cleaning up of old toxic waste dump sites.
This will result in increased expenditures by the industry and tend to further
increase prices, while stimulating additional production of some chemicals
which are used in pollution control.

The U.S. chemical industry is expected to continue to grow in future
years; however, it is forecast that the rate of growth will be less than in
the past. Domestic productive capacity is generally adequate to supply
domestic demand and the export market for most chemicals. However, U.S.
exports may find increasing competition in world markets as petroleum-rich
countries in Latin America, the Far East, and the Middle East develop
production capacity for petrochemicals.

Canada.--Chemical manufacturing establishments in Canada increased from
1,039 in 1976 to 1,189 in 1978. The producing companies are owned by private
Canadian firms, foreign firms, and by the Canadian Govermment. For example,
five of the top eight Canadian petrochemical companies are owned in the
majority by the United States, and two of the three Canadian-owned firms are
at least partially owned by the Canadian Government.

Employment in Canadian chemical firms increased from 79,000 persons in
1976 to 85,000 in 1978. About 30 percent of these employees in 1978 were in
firms manufacturing industrial organic and inorganic chemicals.

In terms of U.S. dollars, apparent consumption of chemicals in Canada
rose by 12 percent from $6.4 billion in 1976 to $7.2 billion in 1978. The
value of producers' shipments grew to a greater degree, by 15 percent, from
$5.8 billion in 1976 to $6.7 billion in 1978.

Canadian exports of chemicals rose from $1.6 billion in 1976 to $2.3
billion in 1978 and to $3.3 billion in 1979, representing an increase of 114
percent from 1976 to 1979. The ratio of exports to value of shipments
increased from 27.0 percent in 1976 to 34.5 percent in 1978. The United

States is the principal Canadian export market.

In international trade, Canada is a net importer, although the trade
imbalance is narrowing. Imports increased 60 percent from $2.2 billion in
1976 to $3.5 billion in 1979. 1In 1976, imports were 1.4 times as great as
exports; in 1979 they were nearly equal. Imports accounted for 34 percent of
apparent domestic consumption in 1976 and rose to 39.5 percent in 1978. 1In
the past few years, heavy investment in the chemical industry has helped to
reduce the Canadian balance of trade deficit. A favorable exchange rate has
also contributed to this end.

Canada has large petroleum, natural gas, and other mineral resources
which enable it to be virtually self-sufficient in chemical raw materials.
However, severe weather conditions and the lack of a highly developed road and
transportation system between eastern and western provinces have somewhat
hampered Canada from fully exploiting these resources.

In order to gain more favorable access to the U.S. market, the Premier of
Alberta has proposed bilateral duty-free access for a limited list of
petrochemicals to the U.S. market in return for increased Canadian expon0s$ of
natural gas to the United States.
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To a great extent, the future of Canada's chemical industry, particularly
petrochemicals, lies in increased exports. A bilateral free-trade agreement
with the United States could be an important support to an export-oriented
industry. By the mid- to late 1980's, more than one-half of Canadian
petrochemical production may be exported.

Mexico.~-There are several hundred producers of chemicals in Mexico.
About one-half of these are located in the Valley of Mexico, the Federal
District, and the States of Mexico and Morelos, which are areas surrounding
Mexico City. Most of these companies are small, family owned, and produce
only a.very few individual chemicals each. There are also some larger
companies, a large portion of which are affiliates of foreign parent firms.
With certain exceptions, however, Mexican law requires that firms in Mexico
have at least 51 percent ownership by Mexican interests. The largest company
is Petroleos Mexicanos (PEMEX), a Govermment-owned operation which, along with
another Government operation, FERTIMEX, has a monopoly in production of many
basic high-volume petrochemicals and industrial inorganic chemicals.

Employment in the Mexican chemical industry has increased greatly in
recent years, rising 50 percent from 100,800 persons in 1976 to 151,400 in
1979. M

Apparent consumption of chemicals in Mexico declined in terms of U.S.
dollars from $4.1 billion in 1976 to $3.7 billion in 1977, and then rose to an
estimated $5.3 billion in 1979. The value of production followed a similar

trend, falling from $3.5 billion in 1976 to $3.1 billion in 1977, and then
rising to an estimated $4.1 billion in 1979. 1In terms of Mexican pesos,
however, the values of consumption and production show increases each year
during 1976-78.

Mexican exports of chemicals are relatively small compared with those of
the United States and Canada. Exports are increasing, however, and rose 50
percent from $297 million in 1976 to $445 million in 1979, when they accounted
for 10.9 percent of the value of production.

In international trade, Mexico is a net importer. Imports increased 82
percent, from $917 million in 1976 to $1.7 billion in 1979, when imports were
3.8 times the value of exports. Imports accounted for 22 percent of apparent
consumption in 1976; this rose to 35 percent in 1978, and is estimated at 31
percent for 1979,

Compared with the amount of skilled labor in the United States and
Canada, Mexico is' at a disadvantage and faces a difficult job in finding and
training the estimated additional 200,000 technicians its chemical industry
will need over the next 10 years.

The value of investment in the Mexican chemical industry rose from $430
million in 1976 to $3.1 billion in 1978. The estimated investment for 1979
was $1.1 billion. In Mexico, PEMEX appears to have an advantage over the
United States, Canada, and other Mexican chemical producers in obtaining
capital. It finds industrial credit reasonably available and usually at lower
rates than exist in either the United States or Canada, or even in the Mexican
private sector.

Mexico also has an advantage regarding labor costs, as wage rates are low
compared with wage rates in the United States and Canada; wage rates often 100
have not kept pace with Mexico's rate of inflation.
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In cost of feedstocks, PEMEX again probably has a cost advantage over
private firms in Mexico and a large number of the world's petrochemical
leaders as well.

Although imports necessarily supply a large part of Mexico's consumpfion
of chemicals at the present time, the petrochemical industry, at least, is
largely protected from low-price import competition by tariffs and nontariff
barriers.

Factors that hamper Mexico's development of its chemical industry include
lack of a well developed transportation and road system and the limited buying
power of much of the population. Some expansion is also limited because of
the monopoly that PEMEX has on production of certain petrochemicals.

Mexico plans to expand its petrochemical industry to decrease its
negative chemical trade balance, although exports of petrochemicals are
expected to decrease until 1982 because of increases in domestic consumption.
However, Mexico may decide to export crude petroleum and natural gas at world
prices instead of petrochemicals made with subsidized feedstocks.

Trinidad and Tobago.--The Republic of Trinidad and Tobago, with
significant crude petroleum and natural gas resources, and a relatively
technically advanced refining industry, is posed to advance in the area of
petrochemicals. The nation is considering several projects which would make
use of probable future natural gas surpluses, including facilities to
manufacture urea and methanol. A large plant has already been ordered from an
international, engineering, and construction company, with a tentative
on-stream date of 1983.

Already there exists a sizable ammonia production capacity in Trinidad
and Tobago, and future plans indicate further expansion. The Trinidad and
Tobago Government has part ownership of the current ammonia production
capacity and will be a joint venture partner with a U.S. company in two new
ammonia plants scheduled to be on stream this year and in 1982. In 1980,
Trinidad and Tobago had the seventh largest annual production capacity for
ammonia among all of the developing countries. By 1985, Trinidad and Tobago
is expected to have the fifth largest capacity, just slightly smaller than
that of Algeria.

Comparison of sectors in the major North American countries

Although Mexico frequently imposes the highest duty rates of the major
North American countries on imports of individual chemicals and employs
nontariff barriers such as import licenses, its negative balance of trade for
chemicals contrasts sharply with the almost neutral balance of Canada and the
substantially favorable balance of trade for U.S. chemicals. Mexican firms
have an advantage over those in the United States and Canada on funding for
research and development in the chemical industry in that most of this is paid
for by the Government. U.S. and Canadian funding for research and development
comes mostly from the private sector. Mexico, or at least PEMEX, also has an

advantage over the United States and Canada in obtaining capital for
investment. In addition, Mexico has lower labor costs than the United States
and Canada. The United States, however, has the best developed road and 107
transportation system of the three countries.
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The Republic of Trinidad and Tobago has significant ammonia production
capacity particularly in relation to domestic demand. Therefore, when this
capacity is used anywhere near its capability, important quantities of ammonia
are available for the export market.

Extent of current North American integration in the sector

The U.S. chemical industry supplies most of the U.S. domestic demand, a
large portion of Mexican demand, and more than one-fourth of Canada's demand.
The United States is Canada's principal trading partner for both imports and
exports of chemicals.

U.S. firms are prominent in ownership of some of the largest Canadian
chemical producers. In Mexico, although there is some foreign investment in
producing companies, that country's law requires controlling interest to be in
Mexican hands. '

Vertical and horizonal integration of chemical producers is greatest in
the United States. In Mexico, however, PEMEX has a monopoly on production of
crude petroleum and certain petrochemicals produced from this crude that
prevents other Mexican firms from even considering vertical integration for
these products.

Trinidad and Tobago is an important source of U.S. ammonia imports. 1In
1979 it supplied 17 percent of total U.S. ammonia imports and ranked second to

Canada in importance as a Western Hemisphere source.

A major U.S. chemical company owns one ammonia plant completely and is

part owner with the Trinidad and Tobago Government of another ammonia plant.
A major U.S. oil company plans to open two new ammonia plants in 1981 and 1982
in which it has the Government as a partner.
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Electrical and Electronics Equipment

Sector coverage

The products covered in the electrical and electronics sector include
switchgear, electrical distribution equipment, telecommunications apparatus,
electric motors, and other electrical machinery and devices, such as
batteries, lamps, electronic tubes, semiconductors, automotive electrical
equipment, and electro-mechanical hand tools. These products are included
principally in SIC numbers 35, 36, and 38. Computers and computer peripherals
are not included.

Sector description by country

United States.-—The products covered herein are produced in over 4,000
producing establishments located throughout the United States. The heaviest
concentration of establishments is located in the Northeast and Far West, and
a heavy concentration is located in the Midwest. In the last five years, some
movement from the Northeast to the South has occurred. These establishments,
most of which are operated by large multiproduct firms, employ over 2 million
persons. '

U.S. apparent consumption of the subject products has increased from an
estimated $74 billion in 1976 to an estimated $111 billion in 1979 (table
I1I-36). Estimated domestic shipments for the same years increased from $75
billion to $111 billion. The value of exports is estimated to account for
about 12 percent of domestic shipments and was greater than the value of
imports in each year during 1976-79. The positive trade balance is estimated
at $1.7 billion in 1976 and narrowed to about $700 million in 1979.

Production of the articles covered requires a significant investment in
high-technology production equipment and a high percentage of skilled
scientists, engineers, and technicians, in addition to an adequate supply of
low-skilled labor. For many of the products, much of the low-skilled labor is
provided in foreign subsidiaries of U.S. firms. Most of the raw materials
used are abundant in the United States, although the price of many of the
metals consumed in production has increased substantially since 1976.

The current domestic business climate has been widely criticized by many
of the producers. The focus of the criticism is that the U.S. investment
incentives and tax provisions are not conducive to expansion and productivity
in the inflationary climate. Many U.S. producers are multinational in scope
not only for these reasons but also because U.S. minimum-wage laws mean that
the cost of even unskilled labor is comparatively high. In these areas, U.S.
producers are provided a more favorable business climate in both developed and
developing countries and maintain production facilities in these countries for
at least part of the production process.

The economic health of the U.S. industries manufacturing the products
considered varies considerably given the wide scope of products which are
included. Generally, firms in high-technology industries do better than firms
in most other industries; however, all industries have expressed problems
which they attribute to import penetration and the U.S. business climatld



Table III-36.--Electronics:

exports, apparent consumption, ratxo of imports to conoumptlon and exports to
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U.S., Canadian, and Mexican production, imports,

shipments, and employment, 1976-79

Country and Item Pol976 G177 L 1978 | 1979
: s : :

United States: N : : s
Producers’ shxpnents-—-~-n11110ns of dollars—: 75,375 :+ 82,825 : 93,866 : 111,400
Imports do H 7,287 : 8,280 : 11,010 : 12,668
Exports . do : 9,045 : 9,939 :. 11,264 : 13,368
Apparent consumption - do :t 73,617 : 81,166 ¢ 93,612 : 110,700
Ratio, imports to consumption-—--—==-- percent—: 10 : 10 ¢ C12 s 11
Ratio, exports to shipments . do ] 12 ¢ 12 : 12 s 12
Total employment- 1,000 workers—: 2,153 : 2,300 : 2,470 : 2,785

Canada: s - H . : R .
Producers' sh1pments-—-—-m11110ns of dollars-—: 10,262 : 10,062 : 11,800 : 13,137
Imports do--—3 2,302 ¢ 2,389 : 2,531 : 3,115
Exports do H 821 : - 805 : 707 ¢+ - 1,051
Apparent consumption de~-—3 11,743 ¢ 11,646 : 13,624 : 15,201
Ratio, imports to consumption-——==—=-—- percent~: - 20 3 21 ¢ 19 : 20

. Ratio, exports to shipments do- H - 8 .8 63 8

Total employment 1,000 workers——3 395 387 421 ¢ 438

Mexico: H $ - H :
Producers' shipments~—~--millions of dollars—: 900 : 1,200 : 1,300 : 1,400
Imports , do : 531 ¢ 356 : 1/ 450 : 1/ 500
Exports do : S4 ¢ 702 1/ 77 : 1/ 85

.Apparent consumptluu do H 1,377 ¢ 1,486 : 1,673 : 1,815
Ratio, imports to consumption——=—-—--- percent—~: 39 : 24 ¢ 27 28
Ratio, exports to shipments do H 6 : 6 : .6 6
Total employment 1 000 workers-—: 60 : 75 : 76 : 77

' :

Source: Export and 1mport -data compxled frou official. statistics of the Unxted Nations.
All other data estimated by the staff of the U.S, Intetnntxonal Trade Commissiuon.

Note.--Thzs sector 1nc1udes productxon on SITC cace;orxes 722, 725, and 729, ‘which are

comparable to ISAC 18 (heavy electrical nach:nety), ISAC 19 (consumer electronxcs), and
ISAC 22 (non-consumer electronics). . :
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Canada.--The products covered herein are produced in about 1,000
manufacturing establishments located principally in Southeast and South
Central Canada. In these establishments, most of which are small (fewer than
100 workers), an estimated 400,000 persons are employed. Many of these
establishments are owned in part by foreign corporations.

Canadian apparent consumption of the subject products is estimated to
have increased from $12 billion in 1976 to $15 billion in 1979. Estimated
Canadian shipments for the same years increased from $10 billion to $13
billion. Exports amounted to about 8 percent of the value of Canadian
shipments and were much lower than the value of imports. The negative trade

balance grew from an estimated $1.5 billion in 1976 to an estimated $2.1
billion in 1979.

Only a few firms in Canada generate or possess the high technology
required to produce the articles covered herein. Much of the technology is
acquired from the United States. Although a substantial portion of Canada's
labor is skilled, much of the Canadian skilled labor is used in other sectors
of the economy which are more active than the electrical and electronmic
sector. The Canadian industries covered in this sector suffer from increasing
costs of raw materials. '

The domestic business climate has attracted a substantial amount of
investment by U.S. firms. The investment has resulted in significant trade
flows between Canada and the United States.

The economic health of the Canadian industry is affected by the slow
expansion of the technology base and the size of the domestic market. The
industry has yet to overcome a negative trade balance.

Mexico.-——The products covered herein are manufactured in more than 100
establishments employing some 30,000 workers. Much of the production is in
the North and in the region of Mexico City.

Mexican consumption has increased from an estimated $1.3 billion to $1.8
billion during 1976-79, while Mexican shipments increased from an estimated
$900 million to $1.4 billion. The value of exports amounts to about 6 percent
of domestic shipments and is much less than the value of imports. Imports
account for nearly one-third of apparent domestic consumption in Mexico.

Mexican firms have not amassed sufficient capital and technology to
compete effectively in the production and trade of the products included
herein. However, labor is available at low cost. Mexico has most of the raw
materials used in this sector but is not self-sufficient in converting
products from the raw material to the semifinished state.

The business climate in Mexico has attracted many foreign firms. Many of
these firms have located along the Northern border, where low-cost labor is
available and the infrastructure is sufficiently advanced for light
manufacturing.
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This sector of the Mexican economy suffers from the lack of a

technological base. However, owing to incentives for investors, foreign firms
utilizing Mexican resources have shown considerable progress.

Comparison of sectors within each North American country

The United States sector is much larger than the Canadian and Mexican

sectors and is much better endowed with technology, capital, and skilled
labor. The product quality and price are similar in the three countries.

Extent of current North American integration in sector

The electrical and electronics equipment sector is strongly integrated
across the U.S., Canadian, and Mexican boundaries and is often regarded as a
single sector. Many U.S. firms have invested in both Canada and Mexico, and
some Canadian firms have invested in U.S. establishments. Coproduction is
frequent. U.S. firms use both drawback provision and TSUS items 806.30 and
807.00 in many of these ventures. The United States, however, is the dominant
producer and has the largest market.

Passenger Automobiles, Trucks, and Buses

Sector coverage

The products covered in this sector profile include new passenger
automobiles, trucks, and buses. 1/ Included within the truck and bus category
are bodies and chassis for these vehicles; however, total production of bodies
and chassis that are sold separately make up a very small percentage of total
U.S. production when compared with production of completely assembled
vehicles. Virtually all of these bodies and chassis are purchased by small
manufacturers which produce special-purpose vehicles such as fire engines or
cement mixers. Normally, these manufacturers merely purchase a chassis from
one of the major U.S. motor-vehicle producers and install a custom-built body
on the chassis.

The SIC numbers in this sector include SIC 3711, motor vehicles and
passenger car bodies, and SIC 3713, truck and bus bodies. More than 95
percent of the items covered in this sector consists of products in SIC 3711
(automobiles, trucks, buses, and so forth).

1/ On June 12, 1980, the United Auto Workers of America (UAW) Ffiled a
petition with the International Trade Commission for import relief under
section 201(a)(1) of the Trade Act of 1974. On August 4, 1980, the Commission
received a petition for similar import relief from the Ford Motor Company. On
November 10, 1980, the Commission determined by a 3-to-2 vote that imports of

on-the-highway passenger automobiles are not being imported into the United
States in such increased quantities as to be a substantial cause of injury, or

threat thereof, to the domestic industries producing like or directly
competitive articles.
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Because of the Automotive Products Trade Act (APTA) 1/ of 1965 entered
into by the United States and Canada, the rate of duty on virtually all new
automobiles, trucks, and buses imported into each country from the other
country is zero. Mexico, however, imposes very strict restrictions upon
imported vehicles. 1In fact, vehicle imports are not allowed, with the
exception of a special customs zone near the U.S. border, or imports for the
uponpersonal use of U.S. diplomats. In addition, Mexico also imposes a very
high local-content requirement for all motor vehicles produced in Mexico. It
requires 70 percent local content for automobiles and 80 percent for trucks,
and a 5-percent increase for each is planned for 1981. Also, imports of
automotive components must be offset by exports.

Sector description by country

United States.——There are currently six major U.S. producers of
automobiles, trucks, and buses. Five of these producers, including
Volkswagen, are headquartered in Detroit, Mich., and the sixth is located in
Chicago, Ill. All six of these manufacturers have more than one U.S. plant
facility; the largest producer has 36 assembly plants. Total employment in
the U.S. automotive industry (producer only) is currently estimated to be
about 900,000, with about 700,000 consisting of production and related workers.

During 1976-79, total U.S. apparent consumption of motor vehicles
fluctuated between a low of 13.7 million units registered in 1976 to a high of
15.7 million units in 1978. Production of U.S. motor vehicles followed a
similar trend, reaching a high of 12.9 million units in 1978 and a low of 11.4
million units in 1976. Exports, however, were at their highest level in 1979,
reaching 975,000 units. Imports recorded their highest level in 1978 (3.8
million units), and then declined slightly to 3.7 million units in 1979
(tables III-37 and ITI-38).

As the use of robotics becomes more prevalent in the automotive industry,
it will become more capital intensive, and the average level of skill required
to assemble a motor vehicle will tend to increase somewhat since robots tend
to replace workers at the lower end of the skill scale. In the component
materials use area, the motor-vehicle industry will continue the current trend
of replacing heavier materials such as steel and iron with lighter, more
expensive materials such as aluminum and plastics. The three major U.S. motor
vehicle producers (General Motors Corp., Ford Motor Co., and Chrysler Corp.),
which account for more than 90 percent of total U.S. producers' sales, have
indicated that they intend to spend between $35 billion and $45 billion during
1980-85 to modernize both their motor-vehicle fleets and their plant
facilities.

1/ The Agreement concerning Automotive Products between the Government of
the United States of America and the Government of Canada, signed in 1965 and
implemented by the United States through the Automotive Products Trade Act of
1965 (APTA), created the basis for an integrated United States/Canadian
automotive industry and market. The agreement has been a great stimulus to
trade. U.S. imports of Canadian automotive parts increased from $231 million
in 1965 to $9.8 billion in 1979, while Canadian imports of U.S. parts rose
from $889 million in 1965 to $12.3 billion in 1979.
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Table III-37.-~Automobiles: U. S., Canad1an, and Mexican productzon, imports,

exports, apparent consumption, ratio of imports to connumptxon and exports to

shipments, and employment, 1976-79

1979

Country and Item : 1976 : 1977 : 1978 :
v : : s s

United States: : : o 3 : .
Producers' shipments 1,000 units—: 11,497 : 12,703 : 12,899 : - 11,456
Imports : : do : 3,084 : 3,384 3,797 : 3, 691
Exports do : 881 : 899 : 954 3 ‘975
Apparent consumption do : 13,700 : 15,188 : 15,742 : 14,172
Ratio, imports to consumption=-——=—=-=- percent--: 23 : 22 ¢ 24 ¢ 26
Ratio, exports to shipments ~ do--—-: -6 ¢ 6 : 6 ¢ 7
Total employment 1/-------————- 1,000 workers—: 889 : 953 : 1,003 : 971

Canada: . H H g s H
Producers' shipments 1,000 units——: 1,640 : 1,775 ¢ 1,817 : 1,631.
Imports - do H 904 : ‘912 : 899 : 887
Exports do s 1,188 ¢ . 1,317 : 1,326 ¢ 1,043
Apparent consumption do : 1,356 : 1,370 1,390 : 1,475
Ratio, imports to consumption——--——-- percent——: 67 : 67 ¢ 65 : 60
Ratio, exports to shipments do : 88 : 96 : 95 ¢ 71
Total employment 1/ 1,000 workers——: 110 115 : 120 :

Mexico? : : : H | 2 .
‘Producers' shipments 1,000 units—-: 325 s . 280 : 384 : 444
Imports . - do : 13 1 23 1
Exports do : 4 3. 12 : 26 : 24
Apparent consumption . do : T 322 269 3 360 : 421
Ratio, imports to consumpt ion—====== percent—: 2/ s 2/ : 2/ : 2/
Ratio, exports to shipments -do--—2 1: 4 ¢ -7 .6
Total employment 1/----—--=—==- 1,000 workera-—: ‘ 30 : 30 ¢ 35 40

s s 3.

115 .

1/ Estimated by the staff of the U.S. Internatiomal. Trade Commission.

2/ Less than 0.5 percent.

Source: United States and Canadian data, Motor Vehicle Mhnufacturere Assocxation (MVMA) 5
Mexican shipments and export data, MVMA; and import data, compiled fron official. statxlttcs
of the U.S. Department of Commerce, except as noted. .

Note.-—Th1s sector includes automobxles, trucks, buses, and bodies and chassis for trueks
and buses, as covered by SITC categories 3711 and 3713.
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' Table III-38.--Automobiles: U.8., Canadian, and H.xxcnn~productxon, imports,

exports, apparent consumption, ratio of 1-portl to conounptlon and exports to

shipments, and employment, 1976-79

1978

-1979

Total employment

0

35

Country and Item : 1976 ; 1977 ': ;
: ) s s
_United States: H P :. s
Producers' shipments 1/--millions of dollars—: 55,000 : 67,000 : 76,000 : 70,000
Imports-- do ¢ 12,000 ¢ 14,000 : 17,500 : 18,000
Exports - do s 3,900 : 4,200 : 4,800 5,400
Apparent consumption do : 63,100 : 76,800 : 88,700 : 82,600
Ratio, imports to consumption-—------ percent—: 19 : 18 : - 20 22
Ratio, exports to shipments do s 6 : 5 5 ¢ 7
Total employment 1/--=====-=e— 1,000 workers—: 889 : 953 ¢+  '1,003 : 971
Canada. H H : H :
Producers' shipments 1/--millions of dollars—: 7,800 9,300 : 10,700 & 9,900 -
Imports do--—: 3,939 4,347 : 4,723 : 5,592
Exports do : 5,328 : 6,318 : 7,059 ¢ 6,248
Apparent consumption do : 6,411 ¢ - 7,329 : 8,364 ¢ 9,244
Ratio, imports to consumption——------percent—3 61 ¢ 59 : 56 ¢ -60
Ratio, exports to shipments- do=-=-—:2 ‘83 86 84 68
Total employment l/--——-======- 1,000 workers—: 110 115 ¢ 120 115
Mexico: 1/ : .3 R s s
Producers' ehipments-—--nilliono of dollars—: 1,500 : 1,500 : 2,300 : 2,700
Imports— _ : do——: 2/ 2/ ¢ _2_/ : _3/
Exports - do : - 20 3 66 3 156 : 156
A Apparent consumption . do : 1,480 : 1,434 : .'2 144 : 2,544
- Ratio, imports to consumption—-—---- percent—: 3/ : 3/ g/ : 3/
Ratio, exports to shipments do H 1 5 ¢ .7 3 6
1,000 workers—: 30 : 30 : H

1/ Estimated by the staff of the U.S. International Trade 00mm13l10n.

2/ Less than $500,000.
3/ Less than 0. S percent.

Source: United States and Canadian data, Motor Vehicle Manufacturers Asaocxatxon and -
compiled from official statistics of the U.S. Department of Commerce, exccpt as noted.

Note.-Th1s sector includes auto-oblles, trucks, buses, and bodies and chaas1s for trucks
and buaes, as covered by SITC categories 3711 and 3713.

115



116

During the 1970's there were various laws passed which tended to regulate
the U.S. motor-vehicle industry much more than during previous decades. These
laws related primarily to pollution control, safety standards, fuel mileage
requirements, and damageability standards. However, there have been no new
regulations passed recently which will have a significant impact on the
domestic industry. In fact, both the executive and legislative branches of
the U.S. Government are currently discussing either the relaxation or
elimination of some of the current laws which regulate the domestic
motor-vehicle industry. In addition, a guaranteed loan was approved by the
U.S. Government during 1980 in order to help Chrysler Corp. avoid bankruptcy.

The aggregate net operating profit of U.S. producers on their domestic
operations rose from $1.3 billion in 1975 to $6.1 billion in 1977, declined to
$5.6 billion in 1978, and then fell to $1.3 billion in 1979. For
July-September 1980, the three major U.S. producers lost a record $1.65
billion, bringing the losses for January-September 1980 to $3.5 billion.

Canada.--There are four major motor-vehicle producers located in Canada;
all are wholly owned subsidiaries of U.S. motor-vehicle producers. In
addition to these four producers, there are three smaller U.S.-owned truck
companies that produce a limited number of trucks in Canada and one Swedish
automobile manufacturer that assembles automobiles in Canada from imported
parts. Total employment in the Canadian motor-vehicle industry is estimated
to be about 115,000 workers; however, this does not include workers in the
supplier industry.

During 1976-79, total apparent Canadian consumption increased each year,
from 1.3 million units in 1976 to 1.5 million units in 1979. Production,
however, peaked in 1978 at 1.8 million units, and then declined to 1.6 million
units in 1979. Exports also reached their highest level in 1978 (1.3 million
units), and then declined significantly to 1.0 million units in 1979. Imports
remained relatively constant during the 4-year period, fluctuating between
887,000 and 912,000 units (tables III-37 and III-38).

Because the motor vehicles produced in Canada are similar to those
produced in the United States, the same trends in labor, capital investment,
raw materials use, and so forth, are occurring simultaneously with those in
the United States. (See U.S. sector description.)

The domestic business climate in Canada is also very similar to that of
the United States. Canadian motor vehicles have to meet the same basic rules
and regulations as those vehicles manufactured in the United States; thus,
Government regulation of the industry resembles that of the United States. In
addition, because of the extensive cross-border shipments of automobiles and
trucks, it would not be financially advantageous to produce vehicles that did
not meet the requirements in the country that had the most stringent
regulations. Unlike the United States, Canada has discussed duty remission
programs with at least one foreign auto manufacturer, and some financial
incentives have been proposed by certain Canadian provinces. It should be
noted, however, that many State governments in the United States have also
proposed or given special financial incentives to foreign firms in the United
States.
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Because virtually all Canadian motor vehicles are produced by wholly
owned subsidiaries of U.S. firms, and Canadian production dropped by almost 10
percent from 1978 to 1979, it is believed that profits on Canadian-built motor
vehicles dropped substantially in 1979. However, it is not known if Canadian
motor-vehicle producers suffered the large losses that U.S. producers did in
1979.

Mexico.—There are seven automobile manufacturers in Mexico, all of which
also manufacture trucks. In addition, there are five smaller truck producers,
one large truck producer, and three bus producers. Three major U,S. auto and
truck manufacturers (General Motors, Ford, and Chrysler) have production
facilities in Mexico, while one Japanese, one French, and one West German firm
produce autos and trucks in Mexico. One of the larger truck producers is
wholly owned by Mexican interests, while some of the smaller truck producers
are either U.S.- or Mexican-owned. Total employment in the Mexican automotive
industry is estimated to be about 40,000, which does not include workers
employed in the supplier industries.

During 1976-79, total Mexican consumption of motor vehicles fluctuated
from a low of 269,000 units in 1977 to a peak of 421,000 units in 1979.
Production of motor vehicles in Mexico decreased in 1977 to 280,000 units from
325,000 units produced in 1976, but increased each year thereafter to 444,000
units in 1979. Exports steadily increased each year during 1976-78, rising
from 4,000 units in 1976 to 26,000 units in 1978, and then dropping slightly
to 24,000 in 1979. Imports remained relatively constant and insignificant,
reaching a peak of 2,000 units in 1978, then dropping below 1,000 units in
1979 (tables III-37 and III-38).

Little information is available concerning the Mexican automotive
industry, although it is known that the average wage rate is much lower than
U.S./Canadian wage rates. The Mexican Government is trying to develop its own
motor-vehicle industry; thus, it has very high duty rates and strict
limitations on the annual number of motor vehicles that can be imported.
Projected expenditures by motor-vehicle manufacturers during the next 2 to 3
years are estimated at about $2 billion to $3 billionj this includes expansion
of current plants and new plants by producers and also capital expenditures
for suppliers not affiliated with the automotive producers. The Mexican
Government is also jointly involved with some of the motor-vehicle producers
and it wholly owns one large producer.

Comparison of sectors within each North American country

The United States is clearly the largest producer of motor vehicles among
the three aforementioned countries. In 1976, the United States accounted for
85.5 percent (in units) of the three countries' total motor-vehicle
production--Canada, 12.1 percent; and Mexico, 2.4 percent. There was little
change in the share of total production by each country from 1976-79; the U.S.
share dropped by about 1 percentage point, Canada's remained the same, and
Mexico's gained 1 percentage point. With the exception of lower labor and
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utility costs in Mexico, the factors concerning motor-vehicle production
(state of technology, availability of raw materials, production costs, and so
forth) are very similar for all three countries. The relative size (1979 new
registrations and total registrations) of the motor-vehicle markets in each
country are shown in the following tabulation.

New Total
registrations registrations
(million units) (million units)
United States 13.8 148.8
Canada 1.3 12.5
Mexico 0.4 4.2
Total 15.5 165.

Extent of current North American integzgtion in the sector

As previously mentioned in this report, all Canadian firms except one
small automobile assembler are wholly owned subsidiaries of U.S. motor-vehicle
manufacturers. Of the nine major motor-vehicle producers in Mexico, five are
either wholly owned by U.S. firms or jointly owned U.S. and Mexican firms.
There is considerable trade in automotive parts between the United States and
Canada, primarily because of the United States/Canadian Automotive Agreement
that allows duty-free entry of automotive parts that are to be used in the
final assembly of motor vehicles. Replacement parts, however, are not subject
to APTA; thus, there is much less trade between the United States and Canada
concerning replacement parts. Because of high local-content laws and the fact
that the value of imported parts must be offset by exports, trade between the
United States and Mexico is much more restricted than is trade between the
United States and Canada.

The automobiles, trucks, and buses produced in all three countries by the
U.S. firms are all essentially the same. Some of the Canadian automobiles
“-have minor cosmetic variances from the U.S.-built models (grills, chrome
molding, and others) while many of the Mexican automobiles are similar to
current U.S. models and others are models that were assembled in the United
States, the production of which has been discontinued.

Iron and Steel Sector

Sector coverage

This sector includes iron and steel in its primary forms such as ingots,
blooms, slabs and billets, plates, sheets, strip, bars, rods, wire, and pipes
and tubes. These products correspond to SIC Group 67, excluding ferroalloys.

118



119

Sector description by country

United States.--U.S. steel production is concentrated geographically in
the Great Lakes region. In 1979, Pemnsylvania, Indiana, Ohio, Michigan, and
Illinois accounted for 70 percent of U.S. steel production. The top 20 U.S.
steel companies account for more than 95 percent of total U.S. steel
production. The top four companies account for 55 percent of U.S.
production. During 1976-79, U.S. consumption averaged 110.5 million tons,
shipments averaged 95 million tons, imports averaged 18.0 million tons, and
exports averaged 2.5 million tons (Table III-39). U.S. employment averaged
about 450,000 workers.

The U.S. steel industry has large steel-making raw-material reserves, a
skilled labor force, and a highly developed transportation system. However,
the U.S. industry has not been generating sufficient capital to remain modern
and, as a result, about 25 percent of present integrated steel capacity is
obsolete. Nonintegrated and specialty steel producers have expanded their
capacity with modern electric furnaces and continuous casters.

The long-term economic outlook for the U.S. industry is uncertain. The
U.S. economy is mature, and the demand for steel is growing at a very slow
rate of about 1 percent annually. Large capital expenditures must be made for
mandated and necessary environmental control measures. Government price and
wage monitoring has influenced high industry wage settlements, but has also
moderated steel price increases, keeping prices from covering longrun costs.
These factors have contributed to the industry's current difficulty in
maintaining a competitive cost structure and industrial plant.

Antitrust policy continues to discourage mergers which could reduce
obsolete capacity and increase efficiency. Internationally, the U.S.
continues to be the largest and most open market for imported steel. More
modern steel industries in many developing countries may present problems to
the U.S. industry both in terms of exports to the United States and in
reducing U.S. exports to those countries.

Additional factors concerning the competitive position of the U.S. steel
industry are contained in two investigations conducted by the Commission:
Conditions of Competition in the Western U.S. Steel Market Between Certain
Domestic and Foreign Steel Products (Investigation No. 322-87), USITC
Publication 951, March 1979; and Certain Carbon Steel Products from Belgium,
The Federal Republic of Germany, France, Italy, Luxembourg, The Netherlands,
and The United Kingdom (Determinations of the Commission in Investigation Nos.
731-TA-18-24~, Preliminary), USITC Publication 1064, May 1980.

Canada.--Canadian steel production is concentrated in the Great Lakes
province of Ontario. Thirteen integrated iron and steel mills account for
almost all of Canadian production. The top three producers account for 85
percent of total production. The Canadian industry produces primarily for its
home market. During 1976-79, Canadian consumption averaged 11.4 million tons,
shipments averaged 12.2 million tons, imports averaged 1.4 million tons, and
exports averaged 2.2 million tons. Canadian employment averaged about 54,000
workers.
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Table III- 39.——Steé1 mill products: U.S., Canadlan, and Mexican productxon, imports,
exports, apparent consumption, ratio of imports to consumption and exports to
shipments, and employment, 1976-79

1979

Country and Item . 1976 To1977 . 1978 .

United States: : : : s
Producers' shipments——---millions of dollars—-—: 89 : 91 : 98 : 100
Imports . do : 14 ¢ 19 21 : 18
Exports do : 3: 2 3. 2% ’
Apparent consumption do : 101 : 108 : 117 : 115
Ratio, imports to consumptxon-—--——--percent- : 14 : 18 : 18 : 15
Ratio, exports to shipments- do : 3 2 2 3 3
Total employment -1,000 workers—: 454 ¢ 452 3 449 : 453

Canada: ' ‘ : : : ¢
Producers' sh1pments-—--m1111ons of dollars—: 11 : 11 13 14
Imports - do H 1: 1: 1: 2
Exports do—--: 23 2 3: 2
Apparent consumption do s 10 : 11 : 12 ¢ 13
‘Ratio, imports to consumption--------percent——: 11 : 12 = 12 ¢ 15
Ratio, exports to shipments do : 16 : 19 . 19 : 17
Total employment 1/--—--—--———- 1,000 workers—-: 54 54 3 54 3 54

Mexico: : H H s
Producers' shipments-——--milllons of dollars—: 6 : 6 : 8 : 8
Imports : do : 2 2 : 2 2
Exports do : 2/ : 2/ : % 2/
Apparent consumption do : 7 7 : 9 3 9
Ratio, imports to consumption————-=—- percent——: 23 ¢ 20 : 18 : 19
Ratio, exports to shipments do : 3: 4 2 7 5
Total employment 1/=——=—=m====-= 1,000 workers——: 40 40 40 @ 40

. : H H -8

1/ Estimated.
2/ Less than 0.5 percent.

Source: United States data, American Iron. and Steel Institute; Canada data, Statistics
Canada; and Mexico data, Mexlco Iron and Steel Chamber of Commerce.
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The Canadian steel industry has large steel-making raw material reserves,
a skilled labor force, and a highly developed transportation system.
Moreover, in contrast to that in the United States, the Canadian steel
industry is modern and growing. The world's newest greenfield integrated
plant opened in Canada during September 1980. 1/ Located on Lake Erie, the
plant has an initial capacity of 1.2 million tons and an ultimate capacity of
12 million tons. This size facility is considered an efficient and
competitive world-scale plant.

The long-term economic outlook for the Canadian steel industry is
excellent. The Canadian economy is growing, and the demand for steel is
increasing at a rate of about 5 percent annually. The industry is generating
its investment capital from profits and the 2-year capital-equipment-
depreciation allowance permitted under Canadian tax law. The Canadian
industry is internationally competitive and has exported an average 17.9
percent of total shipments during 1976-79.

Mexico.--Mexico's steel production is concentrated near the Texas border
in the northernmost Mexican State of Coahuila and around Mexico City in
Central Mexico. Fifty-five firms account for all of Mexican steel
production. The top three producers account for 85 percent. The Government's
steel company--Sidermax--controls 58 percent of production. The steel
industry of Mexico produces primarily for its domestic needs. During 1976- 79,
Mexican consumption averaged 8.0 million tons, shipments averaged 6.8 million
tons, imports averaged 1.6 million tons, and exports averaged 0.4 million
tons. Mexican employment averaged 40,000 workers.

Mexico has adequate iron ore reserves to support an expanded steel
industry. However, an inadequate rail system prevents these resources from
being fully exploited. The Mexican industry also suffers from an 1nadequate1y
trained work force, resulting in poor productivity. The steel sector is
supplied with low-cost energy by Pemex and the Mexican Energy Commission.
These companies supply the steel industry with oil and electricity at prices
well below international prices.

The Mexican steel industry will trxple in size by 1985, increasing
capac1ty to about 25 million tons. Mexico's steel demand for consumer goods
is expanding slowly. Industrial steel demand, particularly for oil country
tubular goods 2/ and oilfield related construction projects, surged as a
result of major oil discoveries.

The long-term outlook for the Mexican steel 1ndustry is unclear. The
industry lacks technical expertise and has had serious problems in starting up
and operating new steel mills. The Government controls a large part of the
industry and keeps steel prices 20-30 percent below the international price
level. Mexico's low labor productivity has reduced its steel industry's
international competitiveness. The Government controls the level of imports
by granting licenses for only essential steel products.

1/ Greenfield refers to a completely new integrated facility.
2/ Types of goods used for exploration and development of new oil and gas
sources, such as casing, tubing, and drill pipe.
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Comparisons of sectors within each North American country

In 1979, the U.S. steel industry was about 13 times larger than Mexico's
and 9 times larger than Canada's. The United States has a mature economy with
slow growth in steel demand. Canada's and Mexico's economies are expanding
rapidly as are their steel industries. Canada's industry is very modern and
owned by private companies. Mexico's industry is about 60 percent
Government-owned and still utilizes older open-hearth steel making for 40
percent of total production. All three countries' steel industries are highly
concentrated in terms of geography and numbers of producers.

All three countries clearly have the natural resources to sustain a
growing and healthy steel industry. However, only Canada's industry appears
to be positioned for efficient economic expansion in the 1980's. Canada's
high-grade iron ore reserves, transportation facilities, hydroelectric power,
trained work force, and favorable tax policy, together with the rapidly
growing Canadian steel demand, will propel its steel industry's expansion.
Although new technological breakthroughs will be adopted in the United States
by the nonintegrated/specialty steel firms, the U.S. industry will most likely
continue to shrink in size, and an increased percentage of U.S. consumption
will be met with imported steel. The Mexican industry's growth potential will
most likely depend on the degree of assistance provided by its Government.

Extent of North American integration in the sector

The North American steel sector is not integrated by ownership in the
manufacture of steel mill products. Iron ore production in both Canada and
the United States is integrated through joint venture companies, whereby U.S.
and Canadian firms share ownership interests. There are no foreign ownership
interests in Mexican iron or steel companies; likewise, Mexican steel
companies do not own companies in the United States or Canada. A limited
amount of coproduction trade exists between the United States and Canada,
primarily in the conversion of ingots, blooms, slabs, or billets into
semifinished products such as sheets and strip. Almost no trade of this type
exists between Mexico and Canada or Mexico and the United States. Canada is
the United States' largest supplier of imported steel after Japan. During
1976-79, Canada averaged 11 percent of total U.S. imports. During 1976-79,
the U.S. supplied about 40 percent of all Canadian steel imports. Canada and
Mexico are the most important steel export markets for the United States.
More than 80 percent of Mexican iron and steel exports were to the United
States. Mexican steel exports to Canada are very small.

Nonferrous Metals Sector

Sector coverage

This sector includes data, where available, on establishments engaged in
the smelting and refining of nonferrous metals from ore or scrap; in the
rolling, drawing, and alloying of nonferrous metals; and in the manufacture of
castings and other basic products of nonferrous metals. It is comparable with
SIC Group 33, excluding articles related to ferrous metals.
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Table III-40.—-A1uminum, copper, lead, nickel, and zinc:

and exports to shipments, and employment, 1976-79

U.S., Canadian, and Mexican
production, imports, exports, apparent consumption, ratio of imports to consumptlon

Country and Item ;1976 D 1977 1978 P 1979
: : : )

United States: H H s H
Producers' shipments—------1,000 short tons-—-: 6,980 : 7,132 : 7,513 : 7,962
Imports . do--—: 2,046 t 2,069 : 2,635 : 2,008
Exports ' do : 278 168 : 223 : 295
Apparent consumption . do H 8,748 : 9,033 ¢+ 9,925 : 9,675
Ratio, imports to consumption——=—===-- percent—: 23 : 23 ¢ 27 : 21
Ratio, exports to shipments . do : 4 2 3: 4
Total employment 1/---—-—-f----1,000 workers——: 42 43 42 : 43

Canada: ’ H H H ] o8
Producers' shipmentg—----—- 1,000 short tons——: 2,165 : 2,566 : 2,520 : 2,418
Imports do : 68 ¢ 55 : 46 : 80
Exports do—--: 1,518 ¢+ 1,601 : 1,957 : 1,432
Apparent consumption do : 715 : 1,020 : 609 : 1,066
Ratio, imports to consumption———--=--- percent—: 9 : 5 8 : 7

. Ratio, exports to shipments——- do : 70 62 : 78 : 59
Total employment 1/--—=—==—=v-- 1,000 workers—: 46 : - 47 ¢ 49 : 48

Mexico: 2/ : : : s
Producers' shipments——=~----1,000 short tons--: 500 : 504 495 : 375
Imports - - do--—: 3/ : 688 334 3/
Exports — do : 197 : 273 : 7199 ¢ 3/
Apparent consumption do : 3/ : 919 : 630 : 3/
Ratio, imports to consumption-———=———-—- percent—: 3/ : 75 : 53 : 3/
Ratio, exports to shipments do : 39 : 54 40 : 3/
Total employment 4/-----—=-———- 1,000 workers—: 3/ : 3/ s 160 : 165

1/ Estimated from U.S. Bureau of Mines and U.S. Dept. of

Commerce data; data for Canada

includes employment at rolling mills, etc. and is therefore not comparable to U.S.

which .is limited to employment at smelters and refineries.
2/ Aluminum, copper, lead, and zinc.
3/ Not available.
4/ Mine and mill only for total industry.

data

Source: United States--U.S. Bureau of Mines' Mineral Commodity Summaries, 1980, except

as noted; Canada--Producers' shipments, imports, and exports:

U.S. Bureau of Mines'

Minerals Yearbook; employment, Canadian Department of Energy, Mines, and Resources
Minerals Yearbook’ Mexico--U.S. Department of State Airgram A-81.

Note.—-Comparable data are not readily available for the total nonferrous metals
industries of the U.S., Canada, and Mexico. Data on aluminum, copper, nickel, lead, and
zinc are provided for illustrative purposes only and do not necessarily reflect the state

of the industries as a whole.
[
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Sector description by country

United States.-—-The nonferrous metals sector is composed of about 160
firms with total employment of about 57,000 persons. The broad geographic
coverage of these U.S. establishments is largely governed by the availability
of ore deposits and power. While the United States is the largest producer
and consumer of nonferrous metals (Table III-40), it is also a net importer of
these metals owing to limited domestic ore reserves for producing certain

metals.

The nonferrous metals industry is highly capital intensive, requires
substantial amounts of energy, and is dependent upon the availability of large
quantities of ore. While the industry's business environment is relatively
free of Government incentives or restrictions, the industry has expended a
substantial portion of its total capital budget for pollution-control
equipment in recent years. These environmental requirements have contributed
to reduced smelting and refining capacity in the lead, zinc, and copper
industries. All products in the sector have been affected by the cost and
availability of power. The potential for growth in aluminum, the most energy
intensive of the nonferrous metals, is particularly uncertain.

The competitive strengths of the U.S. nonferrous metals industry in
international commerce include its dominance in a home market which is the
world's largest, a world market relatively free of duty restrictions,
favorable energy costs relative to those of its foreign competitors, and
highly efficient production facilities for certain metals, such as aluminum.
Its competitive disadvantages include dependence on foreign ore reserves for
certain metals, including manganese and chrome; higher costs of production for
certain metals, including copper; higher costs for pollution and safety
measures; and marketing practices and incentives available to certain foreign

producers.

Canada.--On the basis of the value of nonfuel minerals production, it is
estimated that the Canadian nonferrous metals sector is equal to about
one-third of the U.S. industry. Canada has a technologically advanced
industry, large, established mineral reserves, and is capable of becoming
energy self-sufficient owing to its increasing reserves of petroleum and
natural gas, and its untapped hydroelectric potential.

Canada is one of the world's largest net exporters of minerals and metals
owing in part to its broad and plentiful resource base and the relatively free
flow of foreign investment capital into the sector. However, Canada is also
dependent upon imports for such key materials as bauxite/alumina, manganese,
and chrome. In addition to this resource deficiency, growth has been hampered
by labor shortages in remote areas, strikes, high labor turnover, and
declining productivity. Further, long hauls from remote processing plants to
ma jor intra-country markets and ports require higher transportation costs
since Canada's transportation system is more highly developed along coastal
and U.S. border areas.
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Exploration, mining, and processing of nonferrous metals are principally
conducted in the private sector, although Federal and Provincial Crown
Corporations, composed of both public and private investment, have been
growing in importance. Foreign firms, principally affiliates or subsidiaries
of U.S. firms, control about one-half of the nation's mining, smelting, and

refining capacity.

Competitive strengths of the Canadian nonferrous metals sector in
international commerce includes its extensive resource base; its operating
arrangements with other foreign firms, principally large U.S. concerns; and
its capability to obtain energy self-sufficiency. Canada's competitive
limitations are characterized by dependence upon imports for certain of the
nonferrous metals and on the health of the economies of the United States and
the EEC for its strong export market.

Mexico.--The nonferrous metals sector in Mexico is substantially smaller
than that of Canada and is principally composed of small to medium-sized
firms. It is the world's largest producer of silver and a leading producer of

lead and zinc.

The nonferrous metals sector is highly supported by the Government of
Mexico, which provides the bulk of the industry's investment capital and
restricts foreign investment. Industry development has also been hampered by
taxation policy. The industry is taxed in addition to the standard corporate
income tax; however, these taxes were substantially reduced after 1977.
Although Mexico must import substantial quantities of minerals and metals, its
balance of trade is favorable, primarily because of its exports of silver.

Competitive strengths of the Mexican nonferrous metals sector in
international commerce include its potentially large reserves, Government

support and subsidy of the industry, and substantial energy resources.
Mexico's competitive limitations include a lack of foreign investment capital,

an underdeveloped industry infrastructure, and a dependence upon the export of
relatively few metals.

Comparison of sectors within each North American country

The U.S. and Canadian nonferrous metals sectors are relatively mature.
Both have substantial raw materials resources, advanced equipment and
technology in place, access to substantial amounts of investment capital, both
domestic and foreign, and extensive transportation and port facilities.
Similarly, both are highly dependent upon imports for certain key metals which
are commercially and strategically significant. The Mexican nonferrous metals
sector is small and underdeveloped when compared with that of the United
States and Canada, and is based upon a relatively few metals. Development of
the industry has been hindered by taxation, a lack of advanced technology and
expertise, an inadequate infrastructure, and the Government policy toward

foreign investment capital.
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Extent of current North American integration in the sector

The United States, Canada, and Mexico are unable to supply totally their
own needs, either individually or collectively, in certain of the nonferrous
metals. The United States and Canada are highly integrated in terms of
ownership and trade. U.S. operations own about 50 percent of Canadian
nonferrous metals industries, and each country is the others largest trading
partner. In addition, the United States is the largest recipient of Mexico's
exports. Trade between Canada and Mexico is negligible.
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CHAPTER IV

PATTERNS OF MERCHANDISE TRADE OF NORTH AMERICAN COUNTRIES

U.S. Trade With Canada, Mexico, and Other
Countries of North America

Aggregate trade flows

In January-September 1980, trade with countries in North America
accounted for $89 billion, or 26 percent of the total trade turnover (exports
plus imports) of the United States. The corresponding figure for 1960 was 27
percent, and for 1970 it was 32 percent. North America accounted for a
slightly higher percentage of U.S. imports (26.5 percent) than of exports
(25.4 percent) during January-September 1980; this relationship has prevailed
throughout 1960-80 (tables IV-1 and IV-2).

Canada has been the United States' leading trading partner throughout
this period and has accounted for more than two-thirds of the total trade with
North America. Mexico's share of U.S. trade with the region from 1960 to 1970
was about 12 percent, but has been increasing rapidly during the 1970's, and
reached 22 percent during January-September 1980. No other country in the
region approaches Canada and Mexico in importance to U.S. trade. 1/

In terms of worldwide ranking of U.S. trading partners, only Canada and
Mexico are among the top 20. During 1980, Mexico became the third largest
trading partner of the United States, overtaking West Germany and the United
Kingdom. Canada's share of U.S. trade shrank substantially. Table IV-3 also
shows that the European Economic Community (EEC), if considered as a single
trading partner, would easily surpass Canada and would approach the North °
American region in its importance to U.S. trade. 2/

The U.S. merchandise trade balance with the North American region was
positive during the 1960's, but has been in deficit during the 1970's, with

the negative balance growing rapidly since 1975. The shift from surplus to
deficit was accounted for by trade with Canada and with the Caribbean area,
mainly due to the rapid growth of U.S. imports of mineral fuels from these

sources.

Trade by broad categories

Tables IV-4 through IV-6 show the composition of U.S. trade with North

America and the world by groupings of Standard International Trade
Classification (SITC) commodity sectors. U.S. export trade with North America’

1/ The Caribbean as a whole exceeded Mexico as a supplier of imports--mostly
petroleum--in 1975, and Central America was a slightly larger supplier of
imports than Mexico in the early 1960's.

2/ This is particularly so with regard to exports: the EEC took 25.1 pcrcent
of U.S. exports in Jan.-Sept. 1980 versus 25.4 percent exported to North 127
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Table IV-1.--U.S. general imports, domestic and foreign merchandise exports,
and trade balances with North America, by principal North American
countries and regions 1960, 1965, 1970, 1975, and January-September 1980

(In millions of dollars)

.

: : : : ¢ Jan.-Sept.
Item : 1960 . 1965 : 1970 : 1975 . 1980
f Exports
North America---—-- -—: 5,263.8 : 7,741.9 : 12,371.2 : 30,049.4 : 41,347.2
Canada : 3,809.8 : 5,642.8 : 9,083.8 : 21,758.9 : 26,206.3
Mexico : 831.4 : 1,105.9 : 1,703.7 : 5,143.6 : 10,613.,5
Central America 1/: 311.7 519.2 : 644.0 1,311.4 1,997.6
Caribbean 2/----—: 310.9 : 474.0 : 939.7 : 1,835.5 : 2,529.8
All other :_15,311.8 = 19,736.3 : 30,855.2 : 77,602.4 : 121,249.7
Total ~————==———o :_20,575.6 : 27,478.2 : 43,226.4 : 107,651.8 : 162,596.9
f Imports
Canada : : 2,900.8 : 4,831.9 : 11,091.1 : 21,746.7 : 29,973.2
" Mexico : 443.3 : '638.4 : 1,222.4 : 3,058.6 : 9,311.7
Central America 1/: 516.4 :- 756.9 :. 497.5 : 1,052.7 : 1,688.3
Caribbean z/_ ~~~~~ H 20603 : 345-8 H 1,160.6 H 4,709-3 H 6,59207
-All other-----------: 10,587.1 : 14,792.6 : 25,991.6 : 65,573.1 : 132,155.9
Total ~————=————— :_14,653.9 : 21,365.6 : 39,963.2 : 96,140.4 : 179,721.8
f ‘ Trade balance
North Americé-—4---; 1,197.0 : 1,168.9 T -1,600.4 : -517.9 : © -6,218.7
Canada : 908.0 : 810.9 -: =200.7 : 12.2 : -3,766.9
Mexico : 388.1 ¢+ 467.5 : 481.3 : 2,085.0 : 1,301.8
Central America 1/: -204.7-: $=237.7 146.5 :. 258.7 : 309.3
Caribbean 2/----—: 104.6 : 128.2 -220.9 : -2,873.8 : -4,062.9
All other——----—=—— i 4,724.7 4,943.7 : 4,863.6 : 12,029.3 : -10,906.2
Total ——=—=e——= — 5,921.7 : 6,112.6 : 3,263.2 : 11,511.4 : -17,124.9

1/ Guatemala, Belize,

Panama.

2/ Haiti, the Dominican Republic,
Windward Islands, Barbados,

French West Indies.

Source:
Commerce.

Note.--Because of rounding,

Compiled from official statistics of the U.S. Department of

figures may not add to the totals shown.

El Salvador, Honduras, Nicaragua, Costa Rica, and

Bermuda, the Bahamas, Jamaica, Leeward and
Trinidad and Tobago, the Netherland Antilles, and
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Table IV-2.--Share of U.S. domestic and foreign merchandise exports to and
general imports from North America, principal North American countries
and regions, 1960, 1965, 1970, 1975, and January-September 1980

(In percent)

: : : : ¢ Jan.-Sept.
Item : 1960 . 1965 . 1970 : 1975 . 1980

f Exports
North America-----—- — 25.6 : 28.2 : 28.6 : 27.9 : 25.4
Canada H 18.5 : 20.5 : 21.0 : 20.2 : 16.1
Mexico : 4.0 ¢ 4.0 3.9 : 4.8 : 6.5
Central America 1/-: 1.5 ¢ 1.9 ¢ 1.5 ¢ - 1.2 1.2
Caribbean 2/-=--~—: 1.5 : 1.7 : 2.2 : 1.7 : 1.6
All other : 74 .4 71.8 : 71.4 : 72.1 74.6
Total H 100.0 : 100.0 : 100.0 : 100.0 : 100.0

f Imports
North America-----—- _— 27.7 : 30.8 : 35.0 : 31.8 : 26.5
Canada : 19.8 : 22.6 : 27.8 : 22.6 : 16.7
Mexico : 3.0 : 3.0 : 3.1 : 3.2 : 5.2
Caribbeanlgl---*--: 1.4 : 1.6 : 2.9 4,9 3 3.7
Other—- - : 72.2 : 69.2 : 65.0 : 68.2 : 73.5
Total : 100.0 : 100.0 : 100.0 : 100 0 : 100.0

1/ Guatemala, Be11ze, El Salvador, Honduras, Nicaragua, Costa Rica, and

Panama.

2/ Haiti, the Domlnlcan Republic, Bermuda, the Bahamas, Jamalca, Leeward and
Windward Islands, Barbados, Trlnldad and Tobago, the Netherland Antilles, and
French West Ind1es._ -

Source: Compiled from official statistics of the U.S. Department of
Commerce.

Note.--Because of rounding, figures may not add to the totals shown.
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Table IV-3.--U.S. trade with the world and with leading trading partners,
by trading partners, 1979 and January-September 1980

: 1979 ¢ January-September 1980
" U.S. trading partner : ! ghare °© : * Share ° .
' f Value f of U.S. SCount;y f Value f of U.S.iCount;y
: P trade  Tam® ¢ : trade @ T
tMillion : : tMillion : :
"tdollars : Percent : tdollars : Percent:

Total - : 389.0 : 100.0 : "= 3 342.7 : 100.0 : -
Canada s 71.0 : 18.3 : 1: 55.9 : 16.3 : 1
Japan : 42.5 : 10.9 : 2 38.4 : 11.2 : 2
West Germany—-—====——- s 19.7 : 5.1 ¢ 3: 17.6 : 5.1 ¢ 4

_ United Kingdom—------ —: 18.7 : 4.8 @ 4 ¢ 16.9 : 4.9 : 5
Mexico e 18.6 : 4.8 : 5 ¢ 19.9: 5.8 : 3
France H 10.5 2.7 : 6 : 9.7 : 2.8 : 7
Saudi Arabig—--==—===- : 10.2 : 2.6 ¢ 7 : 13.7 : 4.0 : 6
EEC H 76.5 : 19.7 : -3 68.3 : 19.9 : -
North America—====———- ¢ 103.2 : 26.2 : - 88.9 : 25.9 : -

o0

Source: Compiled from official statistics of the U.S. Department of Commerce.

Note.--Because of rounding, figures may not add to the totals shown.
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Table IV-4.--U.S. exports to the world and to North American countries,

by specified areas and by years, 1967, 1970, 1975, and 1979

(In millions of dollars)
f Agriculture | f f
Area/year : and . Mineral fuels | Manufactures : Total
. . raw materials ; . : )
World: : s 5 s » .
1967==————— — 8,331 1,104 : 20,769 : 31,147
1970-—-~——=——- H 10,156 : 1,595 : 29,370 : 42,590
1975-==——==~ -—3 27,520 4,470 70,969 : 106,102
YL S — : 46,778 : 5,624 : 117,105 : 173,645
North America: : : s : : :
T L —— : 1,186 : 326 : 7,631 : 9,325
1970-=======~ — 1,641 : 379 ¢ 9,559 : 12,028
1975-————=eeun : - 3,535 : 1,119 : 23,899 : 29,454
1979-——eeeee — v5,434_: 1,814 : 37,070 : 45,611
Canada: : H . H : ’
1967=—=——- — 838 : 246 : 5,836 : 7,033
1970====-—— : 1,111 271 7,135 : 8,787
1975-===—~ - 2,011 : 871 : 17,882 : 21,296
1979——==———=- : 2,945 : 1,528 : 25,828 : 31,218
Mexico: : : : .8 .
1967 —=—=—~—=- : 138 : 59 : 963 : 1,190
1970-—-——- — 265 : 67 : 1,265 : 1,672
1975-——==—=w— : 871 : 218 : 3,783 : . 5,058
1979-————- — 1,429 224 7,573 : 9,445
.Central: : ' : : : : :
i -America: : : :
1967 —————=—- : 67 : 9 ¢ 402 488
1970-——-—~ —3 88 : 10 510 : 639
1975-—==—mee H 216 : 14 1,001 :- 1,293
1979-—==—= - 329 : 38 : 1,788 : 2,202
Caribbean 1/ : s : $ -
1967-===-- —_1 144 13 430 614
1970-—==~===- : 178 : 31 : 649 : 930
1975-—-—— - 437 : 16 : 1,232 : 1,807
1979-——=—eee H 730 : 24 . 1,882 2,747
Other: : H : :
1 S ——— : 7,145 : 778 : 13,138 : 21,822
1970-————~—~ - 8,515 : 1,216 : 19,845 30,598
1975-=——wmeee : - 23,985 : 3,350 : 47,108 : 76,687
1979-=—————- — 41,344 3,809 : 80,035 : 128,033

1/ Bahamas, Barbados, Dominican

Source: Compiled from official statistics of the United Nationms.

Republic, Guadeloupe, Haiti, Jamaica,
Martinique, Netherlands Antilles, Trinidad and Tobago, Antigua, Bermuda,
- British Virgin Islands, Cayman Islands, Dominica, Grenada, St.

Kitts-Nevis-Anguilla, St. Lucia, St. Vincent, Turks and Caicos Islands.
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Table IV-5.--U.S. imports from the world and from North American countries,
by specified sources and by years, 1967, 1970, 1975, and 1979

(In millions of dollars)

. Agriculture : i
Area/year i and . Mineral fuels | Manufactures . Total
. rav materials | X :

World:. : : : : :
1967-—-—-——- — 7,787 : 2,250 :. 15,718 : 26,816
1970-=—=——=—— : 9,696 : 3,075 : 25,907 : 39,952
1975-—————==—3 15,888 : 26,404 : 52,098 : 96,903
1979-——==-=——- : 30,710 : 63,735 : 119,563 : 217,455

North America: : : : H
Ty JS— : 2,902 : 1,067 : 4,618 : 9,058
1970-—-—-——- — 3,836 : 1,695 : 7,828 13,966
1975———=-—=——- : 6,245 : 8,620 : 14,955 : 30,967
1979----==== — 12,524 : - 13,638 : 28,656 56,395
Canada: : ' : e : ‘

1967---—-- —: 1,778 :° 542 3 4,383 : 7,099
1970--———-—- : 2,325 : 1,000 : 7,273 : 11,092
1975-=-=—- —_ 3,696 : 4,709 : 12,855 : . 22,151
1979-——————- : 7,762 : 5,482 : 24,023 : 38,458
Mexico: : K S : :
1967———==~—— : 470 66 : 164 : 749
1970-————- —: 688 : 61 : 399 1,219
1975———=—=—- : 832 : 371 1,685 : 3,067
1979-————=—: 1,855 : 3,162 : 3,690 : 8,994
Central : : - :
America: @ : : :
1967-——-———- : 355 6 : 9 : 376
. 1970--——- — 466 : 12 11 498
1975-——=====2 859 : - 81 - 76 : 1,040
1979-—-——- —: 1,987 :- 53 273 : 2,301
Caribbean 1/ : o : .8 : ' :
196 7———————: 299 : 454 62 : 835
1970-———-—--- : 358 : 621 : 146 : 1,157
1975-————- —3 858 : 3,459 : " 340 : 4,710
1979-—=—=——- : 920 : 4,989 : 670 : 6,642
Other: : : : :
1)y L — : 4,885 : 1,183 : 11,100 : 17,757
1970--———--- —: 5,882 : 1,380 : 18,080 : 26,009
1975=—=====m—- : 9,714 : 17,784 : 37,142 66,008
1979-———-——-—- — 18,186 : 50,097 : 90,906 : 161,061

1/ Bahamas, Barbados, Dominican Republic, Guadeloupe, Haiti, Jamaica,
Martinique, Netherlands Antilles, Trinidad and Tobago, Antigua, Bermuda,
British Virgin Islands, Cayman Islands, Dominica, Grenada, St.
Kitts-Nevis—Anguilla, St. Lucia, St. Vincent, Turks and Caicos Islands.

Source: Compiled from official statistics of the United Nations.
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Table IV-6.--U.S. trade balances with the world and with North American
countries, by specified areas and by years, 1967, 1970, 1975, and 1979

(In millions of dollars)
* Agriculture : :
Area/year . and . Mineral fuels . Manufactures f Total
; raw materials ; ; o ;
: : .8 s
World: - : : : s
1967 -==—=—==—~ — 679 : -1,127 : 5,282 : 4,718
1970-——~====m= s 630 : -1,379 : 3,823 : 3,272
1975~—==———- -3 11,952 : -21,922 20,019 : 10,688
1979-——=—m==—- : 16,678 : -58,052 : -8 -40,682
North America: @ : H s :
1967 ——=—==~——~ : ~-1,646 : =723 .3,078 : 421
1970-—===——= —3 -2,097 . -1,216 : 1,851 : -1,619
1975-——======- : -2,525 : ~7,494 : 9,257 : -1,005
1979-————-~~ - -6,682 : -11,774 : 9,145 -9,592
Canada: H ' H H . H :
1967 ——~——~ - ~ -880 : -296 : 1,505 : : 47
1970-=====—- : -1,130 : -633 : =41 . -2,027
1975-———-- -2 -1,520 : -3,832 : 5,252 : - =459
1979-—=====—- H 4,437 -3,908 : 2,308 : - -6,309
Mexico: : ' : o3 E : :
1967 —=====—- : -325 10 804 : 474
1970--—-—— _3 =411 : .9 e 881 : 484
1975-===—=~— H ‘53 2 -153 : 2,165 : 2,073
1979-——~—-~ -—3 =407 : -2,936 : 4,042 : 631
Central H H H . H
America: ¢ s H s
1967 ~——=—=—= H -288 .2 4 ¢ 397 : 117
1970-————- - -377 : -2 502 : - 144
1975-=====~~ : -643 : -66 : _ 933 : 262
1979---—-- -3 ~-1,655 33 : 1,552 3 =59
Caribbean 1/ 3 : : B
1967 -=~————1 -154 : -441 : 371 : -217
1970-——=—~~~ H -178 : - =390 : 509 : -220
1975-===—- - -415 3 -3,443 907 : -2,881
1979-———-=—~ : -182 -4,964 : 1,243 - -3,855
Other: : : : H S
1967 ——————~=—~ : 2,325 ¢ -404 2,203 : 4,297
1970-————=—~ —1 2,704 . -163 : 2,006 : 4,904
1975-========~ : 14,406 : -14,428 10,799 : 11,660
1979-—————- -1 23,360 : -46,278 ¢ -9,153 : -31,090

- .

1/ Bahamas, Barbados, Dominican

Source: Compiled from official statistics of the United Natioms.

Republic, Guadeloupe, Haiti, Jamaica,
Martinique, Netherlands Antilles, Trinidad and Tobago, Antigua, Bermuda,
British Virgin Islands, Cayman Islands, Dominica, Grenada, St.
Kitts—-Nevis—Anguilla, St. Lucia, St. Vincent, Turks and Caicos Islands.
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is much less weighted toward agriculture and raw materials than are exports
outside the region. In 1979, these items accounted for only 12 percent of
U.S. exports to North America versus 27 percent of exports to other
destinations. Since mineral fuel exports both within and outside North
America were less than 4 percent of the total, U.S. manufactures sales to the
region have made up the difference, accounting for more than 80 percent of
exports in 1979 versus 68 percent of exports outside North America. About
one~third of total U.S. manufacturing exports have gone to North America since
1967; only about 13 percent of total U.S. agriculture and nonfuel raw
materials exports went to the region over the same period.

Regarding imports, value trends have been dominated by the rise in
importance of mineral fuels. From 1967 to 1979, mineral fuels as a share of
total imports from all sources rose from 7 percent to 31 percent. Most of the
decline in the share of other imports was attributable to the agriculture and
raw materials sector, which fell from 29 percent to 14 percent. Manufactured
imports lost some of their importance, declining from 59 percent to 55 percent
of total U.S. imports in 1979. 1/ U.S. imports from North America generally
followed those trends, but the change in composition of imports was less
dramatic. The share of manufactures held nearly steady from 1967 to 1979 at
just over 50 percent, and both the decline in agriculture and raw materials,
from 32 percent to 22 percent, and the rise in the share of fuels, from 12
percent to 24 percent, were significantly less than for imports from outside
the region.

Within North America, there were considerable differences in the changes
over the period in composition of shipments to the United States. The share
of manufactures in imports from Mexico almost doubled from 21 percent to 41
percent, at the same time that mineral fuels increased from a share of 9 to 35
percent. Agriculture and raw-materials shipments declined sharply in
importance, from 63 to 21 percent. The proportion of mineral fuels in U.S.
imports from the Caribbean, already 54 percent in 1967, increased to 75
percent. Central America moved slightly away from almost exclusive dependence
on agriculture and raw materials by increasing the proportion of manufactures
shipments to the United States from 2 to 12 percent in 1979.

In terms of its position as a supplier to the United States during
1967-79, North America lost ground in manufactures (from about 30 percent of
total U.S. imports to 24 percent), gained slightly in agriculture and raw
materials (from 37 percent to 41 percent), and dropped precipitously in
mineral fuels (from 47 percent to 21 percent). Mexico's performance stands
out in contrast: its share of U.S. imports of manufactures increased from 1
to 3 percent, mineral fuels grew from 3 to 5 percent, and agriculture and raw
materials stayed at 6 percent.

1/ It should be borne in mind that a large portion of the shift in the value
of trade toward fuels and away from raw materials, has been due to changes in
‘relative prices, with raw materials prices failing to keep up with large
increases in the price of petroleum, and to a lesser extent, of manufactures.
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Trade balances with North America by broad categories are strikingly
different from those with the rest of the world. Though in both cases the
United States has a persistent and rapidly growing deficit in mineral fuels,

- the deficit/surplus position is reversed for manufactures and for agriculture
and raw materials. Table IV-6 shows that for North America in 1979, a deficit
on agriculture and raw materials (principally in raw materials with Canada)
was more than offset by a surplus in manufactures (almost half of which was
accounted for by Mexico). With the rest of the world, the United States
slipped sharply from surplus to deficit on manufactures 1/ from 1975 to 1979,
while increasing a historical surplus on agricultural goods and raw materials.

Trade by detailed categories

Appendix tables A-1 through A-38 show leading items in U.S. exports to
and imports from individual North American countries in 1979. For countries
other than Canada and Mexico, a large proportion of total U.S. imports are
accounted for by 40 or fewer TSUS items.

Relative Importance of .Intraregional and Extraregional
Trade in North America

Overall trends

In the aggregate, the proportion of intraregional trade in the total
trade of North American countries was 37 percent in 1979 and was moving down
from the 43 percent observed in 1970 (table IV-7). Within this overall
figure, however, there is a large disparity among the three major economies of
the region. The United States (which accounted for two-thirds of the total
trade of North America in 1975 2/ and is therefore heavily weighted in the
overall figures) has been dependent on North America for only about 30 percent
of exports and imports, and this dependence has been falling. Both Canada and
Mexico have been dependent on regional trade for nearly 70 percent of their
total trade, and their dependence was, if anything, rising in 1979, in spite
of the fact that both countries have a stated trade policy objective of
"diversification of export markets and sources of supply.”" 3/ Moreover, the
above trends hold true when the mineral fuels sector is excluded from the

calculations.

1/ The negative shift of almost $20 billion from 1975 to 1979 occured in all
manufacturing SITC commodity sections except section 5 (Chemicals), which
improved on balance by $5 billion.

2/ The most recent year for which data for the Caribbean and Central America
were compiled.

3/ Accession of Mexico: Memorandum on Foreign Trade Regime, GATT Doc.
L/4793/Rev. 1, May 11, 1979. Diversity in trade relations is also regarded as
a key element in Canada's pursuit of the so-called "third option" for trade
policy, first put forward by Mitchell Sharp, then Canada's Secretary of State
for External Relations, in a 1972 article.
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It may also be seen in appendix tables B-22 and B-33 that the dependence
of Mexico and Canada on trade with the North American region is, in fact,
almost entirely due to their trade with the United States. Mexico's trade
with North America other than the United States was only 4.4 percent of its
world total in 1977, equal to its trade with Japan and less than its trade
with either the EEC or South America. Mexico's trade with Canada was only 2.2
percent of its total trade. Canada, similarly, relied on Mexico for only 0.3
percent of its foreign trade in 1979, and on North America less the United
States for only 1.0 percent.

Comparisbn with the EEC

The EEC, which shares with the North American region the characteristic
of geographic proximity of its constituent countries, offers an interesting
case for comparison on the measure of trade dependence. Since the EEC is a
customs union 1/ and since economic and political integration have been
actively pursued since World War II, a high degree of intra-EEC trade
dependence might be expected. On the other hand, the greater similarities of
the European economies as compared with those of North America, in terms of
wage levels, natural resource endowments, and so forth, implies a greater need
for trade with complementary economies outside the region. This should impose
some limits on the growth of the intraregional share of total EEC trade. 1In
fact, as table IV-8 indicates, the intraregional trade dependence of the EEC
is somewhat higher than that of the North American region.

Table IV-8 also illustrates a difference between the North American
region and the EEC with respect to the balance of trade dependence within the
regions. All but one of the major EEC states 2/ are within a few percentage
points of the EEC average level of intraregional trade dependence. Also, the
share of total EEC trade accounted for by the largest member state (West
Germany) is only 28 percent, much less than the two-thirds share of North
American trade attributable to the United States.

Limits on further North American trade integﬁation

- Two things are apparent from the aggregate data on North American trade.

First, Mexico and Canada are already at a very high level of dependence on
regional trade, and particularly on bilateral trade with the United States.

1/ A customs union is formed by the elimination of trade barriers between
two or more countries while maintaining them against the rest of the world.
The difference between a customs union and a free-trade area is that in a
customs union it is necessary to agree on a common tariff nomenclature or
schedule and identical tariff rates, whereas the countries in a free-trade
area maintain their own tariffs against outsiders while scrapping duties among
themselves. .

2/ The United Kingdom only joined the EEC in 1973 and has strong historical
trade ties to the United States and to the Commonwealth countries.
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Table IV-8.—Total trade of the European Economic Community (EEC)
and of selected EEC countries, shares of total EEC trade,
and shares of intra-EEC trade in trade with the world, by
countries, 1979 '

: . . Ratio of Intra-
EEC total Ratio of country

L)

P e C . EEC trade
and country f World f trad:dto Egc ,f EEC f to trade with

: | Poworld trade 7 * " the world
Total, EEC——————-~ -— 1,172.3 100.0 : 611.7 : 52.2
West Germany—------ : 329.1 : .28.1 ¢ 159.8 : 48.6
France : 204.7 : 17.5 : 105.2 : - 51.4
United Kingdom—----: 193.1 : 16.5 : 82.4 : 42.7
Italy-- K 148.4 : 12.7 : 70.0 : 47.2

Source: Compiled from official statistics of the United_Nationé.
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There appears to be little scope for a further increase in the share of these
countries' markets taken by U.S. exports, and at current levels of total
exports, Canada and Mexico could not raise their shares of the U.S. market
appreciably even if all their exports were sold in the U.S. This observation
leads to the second point: to raise the level of aggregate trade integration
in North America requires the enlargement of the foreign trade sectors of
Canada and Mexico. This can be accomplished by raising the shares of the two
countries' total economic activity that is involved in international trade or
by raising their levels of economic activity. For Canada, the former option
is limited; in 1979, the ratio of trade to GNP was already 57 percent. 1/ For
Mexico, this ratio has been rising, and reached 24 percent in 1979, while the
U.S. ratio stood at 19 percent in that year.

Trade dependence by sector

Appendix tables B-1 through B-33 show trade of the three major North
American countries for selected years from 1967 to 1979, 2/ by major commodity
groups and for total trade. The data extracted in table IV-9 highlight the
dependence of Canada and Mexico on the United States as a supplier and as a
market. : '

Exchange Rates

Canada

In 1969 the Canadian dollar was ''cut away'" from a managed float, where it
had been maintained at approximately 90 percent of par with the U.S. dollar
(fig. 1V-1). Allowed to float freely, the Canadian dollar continuously
strengthened against the U.S. dollar until 1972, and fluctuated just below par
value with the U.S. dollar between 1972 and 1976.
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